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KEEPING COLLEGE WITHIN REACH: 
SIMPLIFYING FEDERAL STUDENT AID 


Wednesday, November 13, 2013 
U.S. House of Representatives 
Committee on Education and the Workforce 
Washington, DC 


The committee met, pursuant to call, at 10:03 a.m., in room 
2175, Rayburn House Office Building, Hon. John Kline [chairman 
of the committee] presiding. 

Present: Representatives Kline, Petri, Wilson, Foxx, Thompson, 
Walberg, Guthrie, DesJarlais, Rokita, Heck, Brooks, Messer, An- 
drews, Scott, Hinojosa, Tierney, Holt, Davis, Grijalva, Bishop, 
Courtney, Fudge, Polis, Sablan, Wilson, Bonamici, and Pocan. 

Staff present: Janelle Belland, Coalitions and Members Services 
Coordinator; James Bergeron, Director of Education and Human 
Services Policy; Amy Raaf Jones, Education Policy Counsel and 
Senior Advisor; Nancy Locke, Chief Clerk; Brian Melnyk, Profes- 
sional Staff Member; Daniel Murner, Press Assistant; Krisann 
Pearce, General Counsel; Nicole Sizemore, Deputy Press Secretary; 
Emily Slack, Legislative Assistant; Alex Sollberger, Communica- 
tions Director; Alissa Strawcutter, Deputy Clerk; Tylease Alii, Mi- 
nority Clerk/Intern and Fellow Coordinator; Kelly Broughan, Mi- 
nority Education Policy Associate; Jacque Chevalier, Minority Edu- 
cation Policy Advisor; Eamonn Collins, Minority Fellow, Education; 
Jamie Fasteau, Minority Director of Education Policy; Rich Wil- 
liams, Minority Education Policy Advisor; Michael Zola, Minority 
Deputy Staff Director; and Mark Zuckerman, Minority Senior Eco- 
nomic Advisor. 

Chairman Kline. A quorum being present, the committee will 
come to order. 

Before we proceed with this morning’s hearing I would like to 
recognize Mr. Hinojosa for an announcement. 

Mr. Hinojosa. Thank you. Chairman Kline. 

It is a privilege and I want to welcome our newest member to 
the Education Committee. Congressman Mark Pocan, who rep- 
resents Wisconsin’s 2nd district, is filling the vacancy on this com- 
mittee left by Congressman John Yarmuth, who is now on the En- 
ergy and Commerce Committee. 

Congressman Pocan is tailor-made for working on this com- 
mittee. He is a small business owner and he is a union member. 
He knows how to work across political divides and he knows how 
to legislate. 
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2 


He served seven terms in the Wisconsin State Assembly. His suc- 
cesses earned him the Best Legislator Award from Milwaukee Mag- 
azine. 

This is Congressman Pecan’s first term in the House of Rep- 
resentatives and he has already proven to be a strong voice for stu- 
dents and working families from his home state and across the 
country. 

With his assignment to this committee I am submitting senior 
Democratic Member Miller’s letter announcing the new sub- 
committee assignments for Democratic members. 

And Congresswoman Wilson will be moving from Early Child- 
hood to the Higher Ed Subcommittee. Congresswoman Bonamici 
will be moving from Workforce Protections to the HELP Sub- 
committee. And Congressman Pocan will be joining the Early 
Childhood and Workforce Protections Subcommittee. 

I urge all my colleagues to join me in welcoming Congressman 
Pocan. [Applause.] 

Mr. Petri. Would the gentleman yield? 

Mr. Hinojosa. Yes. I yield to you. 

Mr. Petri. I would like to join in welcoming my colleague, who 
I am very happy is a member of this committee, my colleague from 
Wisconsin, who represents — has within his district one of the great 
educational institutions really in the world, the University of Wis- 
consin. It is internationally famous in many areas and I suspect 
that may be one of his priorities. And we look forward to working 
together on helping the university. 

Mr. Hinojosa. Mr. Pocan, I would like to yield time to you. 

Mr. Pocan. Sure. I just want to say thank you very much. I’m 
looking forward to serving on the committee and looking forward 
to the work we have to do that is ahead of us. 

Thank you very much. 

Mr. Hinojosa. That is the briefest speech I have ever heard. 

Mr. Chairman, I ask unanimous consent that this letter advising 
the chairman of our revised subcommittee assignments be included 
in the record. 

[The information follows:] 
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COMMITTEE ON EDUCATION 
AND THE WORKFORCE 

U S. HOUSE OF REPRESENTATIVES 
2181 RAYBURN HOUSE OFFICE BUILDING 
WASHINGTON, DC 20515-6100 



November 13, 2013 


The Honorable John Kline 
Chairman 

Committee on Education and the Workforce 
2181 Rayburn House Office Building 
Washington, DC 20515 

Dear Chairman Kline; 

I am pleased to report that the House Democratic Caucus has assigned Congressman Mark Pocan 
to the Education and the Workforce Committee, The following subcommittee assignment 
changes for Democratic Members have resulted from the new assignment. 

Congresswoman Wilson will be moving from the Subcommittee on Early Childhood, 
Elementai'y, and Secondary Education and joining the Subcommittee on Higher Education and 
Workforce Training. Congresswoman Bonamici will be moving from the Subcommittee on 
Workforce Protections and joining the Subcommittee on Health Employment Labor and 
Pensions. Congressman Pocan will be joining the Subcommittee on Early Childhood, 
Elementary, and Secondary Education and the Subcommittee on Workforce Protections. 

With these changes, the composition of the subcommittees should be as follows: 

Subcommittee on Early Childhood, Elementary and Secondary Education 

1 . Carolyn McCarthy, Ranking Member 

2. Robert C, “Bobby” Scott 

3. Susan A. Davis 

4. Raul M. Grijalva 

5. Marcia L. Fudge 

6. Jared Polis 

7. Gregorio Kilili Camacho Sablan 

8. Mark Pocan 

Subcommittee on Workforce Protections 

1 . Joe Courtney, Ranking Member 

2. Robert E. Andrews 

3. Timothy H. Bishop 

4. Marcia L. Fudge 

5. Gregorio Kilili Camacho Sablan 

6. Mark Pocan 
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Subcommittee on Health. Employment, Labor and Pensions 

1 . Robert E. Andrews, Ranking Member 

2. Rush Holt 

3. David Loebsack 

4. Robert C. “Bobby” Scott 

5. Ruben Hinojosa 

6. John F, Tierney 

7. Raul M. Grijalva 

8. Joe Courtney 

9. Jared Polls 

10. Frederica S. Wilson 

11. Suzanne Bonamici 

Subcommittee on Higher Education and Workforce Training 

1 . Ruben Hinojosa, Ranking Member 

2. John F. Tierney 

3. Timothy H. Bishop 

4. Suzanne Bonamici 

5. Carolyn McCarthy 

6. Ru,sh Holt 

7. Susan A. Davis 

8. David Loebsack 

9. Frederica S. Wilson 

If you have any questions please contact me or direct your staff to contact Megan O’Reilly at 
202 - 225 - 3725 . 

Sincerely, 

GEORGE MILLER 

Senior Democratic Member 
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Chairman Kline. Without objection. 

Mr. Hinojosa. Okay. I think this is — and I yield back. 

Chairman Kline. Gentleman yields back. 

Mr. PocAN, I also welcome you to the Committee on Education 
and the Workforce. I know you, like I and Mr. Petri, are looking 
forward to a football game on Saturday. I have different expecta- 
tions, I am sure, than you do, but we are glad to have you. 

I would like to thank our witnesses for joining us today. We look 
forward to your testimony. 

In preparation for the upcoming reauthorization of the Higher 
Education Act, the committee has held nearly a dozen hearings to 
explore the challenges and opportunities facing our nation’s col- 
leges and universities. 

We have discussed the value of transparency and data in helping 
prospective students choose the postsecondary institution that best 
meets their unique needs. We have examined factors that con- 
tribute to rising college costs and reviewed the consequences of 
burdensome federal regulations and paperwork requirements. And 
we have highlighted the critical importance of promoting innova- 
tion and academic freedom in our nation’s higher education system. 

Without question, ensuring more students have access to an af- 
fordable, quality postsecondary education is a top priority for every- 
one in this room. But despite the best of intentions, the federal ef- 
forts to expand aid programs over the past 50 years have resulted 
in an overly complex system that is difficult to navigate. 

Today, with the help of our witnesses, we will explore opportuni- 
ties to streamline the federal aid system, making it easier for stu- 
dents to evaluate federal aid options and make smart investments 
in postsecondary education. 

I would like to take a moment to share with you the process stu- 
dents and families must go through when trying to access federal 
aid. First, students must complete the Free Application for Federal 
Student Aid, or FAFSA, which includes more than 100 detailed 
questions on a range of topics including earnings and savings, pa- 
rental education attainment, receipt of government benefits, and 
assets. 

After completing the lengthy FAFSA application, students must 
try to understand the available aid options while also deciphering 
the differences between loans and grants. To make an informed de- 
cision about financial aid, students and their families need to grasp 
what makes each program unique, including the terms and condi- 
tions, eligibility requirements, and aid amounts awarded by indi- 
vidual institutions. 

And finally — excuse me — when a student chooses an aid package 
he or she must also begin thinking about how to eventually repay 
the loans. As we saw with the recent student loan interest rate de- 
bate, far too many students don’t fully understand their loan obli- 
gations until after they after they graduate, and students often 
miss opportunities to take advantage of federal repayment initia- 
tives simply because they don’t know such programs exist. 

During the 2008 reauthorization of the Higher Education Act, 
Congress took an important first step toward improving the federal 
aid system by simplifying the FAFSA, but the still-cumbersome ap- 
plication proves there is more work to be done. Fortunately, the 
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higher education, business, and policy communities, in coordination 
with the Bill and Melinda Gates Foundation’s Reimagining Aid De- 
sign and Delivery initiative, have put forth a number of interesting 
ideas to restructure the system. 

One proposal suggests further streamlining the FAFSA by dra- 
matically simplifying the need analysis formula used to determine 
student eligibility. Instead of calculating a student’s expected fam- 
ily contribution through detailed questions, a modernized formula 
would only use a family’s size and adjusted gross income to deter- 
mine eligibility. Additionally, the new formula would build on past 
efforts to rein in the FAFSA through partnerships with the IRS, al- 
lowing applicants to retrieve financial information more easily. 

To reduce confusion and complexity in the federal aid system, an- 
other proposal calls for the consolidation of all existing federal post- 
secondary aid programs into a “one loan and one grant” structure. 
In this scenario, students would have access to a single loan with 
a market-based interest rate and one universal repayment plan. 
Other proposals focus on helping students access more transparent 
information about their federal aid options, which has long been a 
Republican priority. 

Before I yield to the distinguished ranking member — today, Mr. 
Hinojosa — I would like to note that I am proud of the work we did 
earlier this year to revamp federal student loans. Though it was a 
difficult battle, eventually we came together on a bipartisan solu- 
tion that has resulted in lower interest rates for millions of loan 
borrowers. 

We now have the opportunity to build on this success and find 
the common ground necessary to reauthorize the Higher Education 
Act. I look forward to working with my colleagues on both sides of 
the aisle to strengthen the law and ensure more students can real- 
ize the dream of a college degree. 

And with that, I would now like to recognize Mr. Hinojosa for his 
opening remarks. 

[The statement of Chairman Kline follows:] 

Prepared Statement of Hon. John Kline, Chairman, Committee on 
Education and the Workforce 

Good morning and welcome. I’d like to thank our witnesses for joining us today. 
We look forward to your testimony. 

In preparation for the upcoming reauthorization of the Higher Education Act, the 
committee has held nearly a dozen hearings to explore the challenges and opportu- 
nities facing our nation’s colleges and universities. 

We’ve discussed the value of transparency and data in helping prospective stu- 
dents choose the postsecondary institution that best meets their unique needs. We 
have examined factors that contribute to rising college costs and reviewed the con- 
sequences of burdensome federal regulations and paperwork requirements. And 
we’ve highlighted the critical importance of promoting innovation and academic free- 
dom in our nation’s higher education system. 

Without question, ensuring more students have access to an affordable, quality 
postsecondary education is a top priority for everyone in this room. But despite the 
best of intentions, federal efforts to expand aid programs over the past 50 years 
have resulted in an overly complex system that is difficult to navigate. 

Today, with the help of our witnesses, we will explore opportunities to streamline 
the federal aid system, making it easier for students to evaluate federal aid options 
and make smart investments in postsecondary education. 

I’d like to take a moment to share with you the process students and families 
must go through when trying to access federal aid. First, students must complete 
the Free Application for Federal Student Aid, or FAFSA, which includes more than 
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a hundred detailed questions on a range of topics including earnings and savings, 
parental education attainment, receipt of government benefits, and assets. 

After completing the lengthy FAFSA application, students must try to understand 
the available aid options while also deciphering the differences between loans and 
grants. To make an informed decision about financial aid, students and their fami- 
lies need to grasp what makes each program unique, including the terms and condi- 
tions, eligibility requirements, and aid amounts awarded by individual institutions. 

And finally, when a student chooses an aid package, he or she must also begin 
thinking about how to eventually repay the loans. As we saw with the recent stu- 
dent loan interest rate debate, far too many students don’t fully understand their 
loan obligations until after they graduate. Arid students often miss opportunities to 
take advantage of federal repayment initiatives simply because they don’t know 
such programs exist. 

During the 2008 reauthorization of the Higher Education Act, Congress took an 
important first step toward improving the federal aid system by simplifying the 
FAFSA — but the still-cumbersome application proves there’s more work to be done. 
Fortunately, the higher education, business, and policy communities, in coordination 
with the Bill and Melinda Gates Foundation’s Reimagining Aid Design and Delivery 
initiative, have put forth a number of interesting ideas to restructure the system. 

One proposal suggests further streamlining the FAFSA by dramatically simpli- 
fying the need analysis formula used to determine student eligibility. Instead of cal- 
culating a student’s expected family contribution through detailed questions, a mod- 
ernized formula would only use a family’s size and adjusted gross income to deter- 
mine eligibility. Additionally, the new formula would build on past efforts to rein 
in the FAFSA through partnerships with the IRS, allowing applicants to retrieve 
financial information more easily. 

To reduce confusion and complexity in the federal aid system, another proposal 
calls for the consolidation of all existing federal postsecondary aid programs into a 
’one loan and one grant’ structure. In this scenario, students would have access to 
a single loan with a market-based interest rate and one universal repayment plan. 
Other proposals focus on helping students access more transparent information 
about their federal aid options, which has been a longstanding Republican priority. 

Before I yield to the distinguished ranking member, George Miller, I’d like to note 
that I am proud of the work we did earlier this year to revamp federal student 
loans. Though it was a difficult battle, eventually we came together on a bipartisan 
solution that has resulted in lower interest rates for millions of loan borrowers. We 
now have the opportunity to build on this success and find the common ground nec- 
essary to the reauthorize the Higher Education Act. I look forward to working with 
my colleagues on both sides of the aisle to strengthen the law and ensure more stu- 
dents can realize the dream of a college degree. 

With that, I would now like to recognize the senior Democrat member of the com- 
mittee, Mr. Miller, for his opening remarks. 


Mr. Hinojosa. Chairman Kline, thank you. Thank you for hold- 
ing this hearing on student aid simplification, an important topic 
as we begin to reauthorize HEA. 

We know that now, more than ever, a higher education is the 
gateway to the American dream and a middle-class life. Unfortu- 
nately, we also know that rising costs are pushing a college degree 
out of reach for too many families. 

After many years of skyrocketing tuition, state budget cuts, and 
stagnant household incomes, students and their families are turn- 
ing to loans to pay for college at unprecedented rates. Student loan 
debt has almost tripled in the last 8 years, as more students need 
to borrow more money to go to college. The average student now 
graduates with $26,000 in debt. 

This year, the Consumer Financial Protection Bureau found that 
total student debt in this country was more than $1.2 trillion — 
higher than the nation’s total credit card debt. 

And it isn’t just young people borrowing for school. Those 40- 
year-olds and older carry more than 34 percent of our nation’s stu- 
dent loan debt. 
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Falling behind on monthly payments will maim a borrower’s 
credit rating and open the door to wage, Social Security, and tax 
refund garnishment. This debt threatens the upward mobility that 
higher education once guaranteed. 

We must make it as easy as possible for current and former stu- 
dents to dig out from underneath these burdens. 

For example, this committee can make student loan repayment 
easier. While federal loan borrowers enjoy a variety of payment 
plans, we have heard that borrowers can find the sheer number of 
options confusing. Repaying college loans should not be a trouble- 
some, arduous process. 

This committee should examine if consolidating seven different 
repayment options into fewer, more robust plans would benefit bor- 
rowers. 

Other options to explore are whether distressed borrowers could 
be automatically placed into an income-based repayment plan be- 
fore the harsh penalties of default and collections occur. 

Recent initiatives to simplify the financial aid process and make 
college costs more transparent for students, such as the Financial 
Aid Shopping Sheet or the College Scorecard, and FAFSA sim- 
plification have improved access to a higher education. But they 
alone cannot make the process of repaying student loans easier. 

As we look at ways to simplify the repayment process, we must 
also take care not to cut student aid programs nor eligibility. Such 
changes would only increase student loan debt. 

We must not lose sight of the fact that these borrowers are the 
nation’s future. If they are shackled by unmanageable debt our 
economy will invariably suffer. 

In closing, I want to say we have a moral and economic obliga- 
tion to ensure that all qualified students who want to attend col- 
lege can afford to go. I look forward to hearing from our witnesses 
on ways Congress can work together to address these questions 
and reduce student loan debt. 

Thank you, Mr. Chairman, for — thank you to the panelists, rath- 
er. Thank you for joining us today and I look forward to hearing 
your presentations. 

With that, I yield back. 

[The statement of Mr. Hinojosa follows:] 

Prepared Statement of Hon. Ruben Hinojosa, a Representative in Congress 
From the State of Texas 

Good morning, Chairman Kline. Thank you for holding this hearing on student 
aid simplification, an important topic as we begin to reauthorize the higher edu- 
cation act. 

We know that now, more than ever, a higher education is a gateway to the Amer- 
ican Dream and a middle class life. 

Unfortunately, we also know that rising costs are pushing a college degree out of 
reach for too many families. 

After many years of skyrocketing tuition, state budget cuts, and stagnant house- 
hold incomes, students and their families are turning to loans to pay for college at 
unprecedented rates. 

Student loan debt has almost tripled in the last eight years as more students need 
to borrow more money to go to school. The average student now graduates with 
$26,000 in debt. 

This year, the Consumer Financial Protection Bureau found that total student 
debt in this country was more than $1.2 trillion — higher than the nation’s total 
credit card debt. 

Repaying this massive debt complicates other life decisions. 



9 


It affects where people can work, whether they can save enough money to pur- 
chase a home, whether they can afford to take a risk and start a business, or wheth- 
er they can get married or start a family. 

And it isn’t just young people borrowing for school — those 40 years old and older 
carry more than 34 percent of our nation’s student loan debt. 

Older borrowers may be forced to delay saving for their child’s education or their 
retirement. 

Falling behind on monthly payments will maim a borrower’s credit rating and 
open the door to wage, Social Security, and tax refund garnishment. 

This debt threatens the upward mobility that higher education once guaranteed. 

We must make it as easy as possible for current and former students to dig out 
from underneath these burdens. 

For example, this committee can make student loan repayment easier. 

While federal loan borrowers enjoy a variety of payment plans, we have heard 
that borrowers can find the sheer number of options confusing. Repaying college 
loans should not be a troublesome, arduous process. 

This committee should examine if consolidating seven different repayment options 
into fewer more robust plans would benefit borrowers. 

Other options to explore are whether distressed borrowers could be automatically 
placed into an Income Based Repa 3 Tnent Plan — before the harsh penalties of default 
and collections occur. 

Recent initiatives to simplify the financial aid process and make college costs 
more transparent for students — such as the Financial Aid Shopping Sheet, the Col- 
lege Score Card, and FAFSA simplification — have improved access to a higher edu- 
cation. 

But they alone cannot make the process of repaying student loans easier. 

As we look at ways to simplify the repa 3 Tnent process, we must also take care 
not to cut student aid programs or eligibility. Such changes would only increase stu- 
dent loan debt. 

We must not lose sight of the fact that these borrowers are the nation’s future. 
If they are shackled by unmanageable debt, our economy will invariably suffer. 

We have a moral and economic obligation to ensure that all qualified students 
who want to attend college can afford to go. 

I look forward to hearing from our witnesses on ways Congress can work together 
to address these questions and reduce student loan debt. 

Thank you for joining us today. I yield back. 


Chairman Kline. Thank the gentleman. 

Pursuant to committee rule 7(c), all committee members will be 
permitted to submit written statements to be included in the per- 
manent hearing record. And without objection, the hearing record 
will remain open for 14 days to allow statements, questions for the 
record, and other extraneous material referenced during the hear- 
ing to be submitted in the official hearing record. 

It is now my pleasure to introduce our distinguished panel of wit- 
nesses. 

Ms. Kristin Conklin is a founding partner of HCM Strategies, 
LLC and a government relations and strategy development firm. 
Prior to starting HCM, Ms. Conklin served as senior advisor to the 
undersecretary of the IJ.S. Department of Education. 

Dr. Sandy Baum currently serves as a research professor at the 
George Washington University Graduate School of Education and 
Human Development and a senior fellow at the Urban Institute. 

Ms. Jennifer Mishory is the deputy director of Young Invincibles, 
a national nonprofit organization dedicated to expanding opportuni- 
ties for young adults. 

And Mr. Jason Delisle serves as the director of the Federal Edu- 
cation Budget Project at the New America Foundation. Previously, 
Mr. Delisle was a senior analyst on the Republican staff of the Sen- 
ate Budget Committee and a legislative aide in the office of Mr. 
Thomas Petri. 
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Before I recognize each of you to provide your testimony let me 
briefly explain our high-tech lighting system. 

You will each have five minutes to present your testimony. When 
you begin, the light in front of you will turn green; when 1 minute 
is left, the light will turn yellow; and when your time is expired, 
the light will turn red. At that point I ask you to wrap up your re- 
marks as best you are able. 

After everyone has testified members will each have five minutes 
to ask questions of the panel. 

I now recognize Ms. Conklin for 5 minutes. 

STATEMENT OF KRISTIN D. CONKLIN, FOUNDING PARTNER, 
HCM STRATEGISTS, LLC 

Ms. Conklin. Thank you. Chairman Kline, Ranking Member 
Hinojosa, and members of the committee, for the opportunity to 
discuss how federal financial aid investments can work better for 
students, families, and taxpayers. 

My name is Kristin Conklin and I stand before you as a Pell 
Grant recipient — the first in my family to graduate college. As a re- 
sult of the education I received, I am the first in my family to start 
a business and create jobs. 

I am here to share the work of HCM Strategists, a public policy 
and advocacy consulting firm. 

For millions of students, financial aid clears the path to the 
American dream. If I can leave you with one point it is that sim- 
pler is better. Simpler is the best way to improve outcomes and 
more efficiently spend the billions of dollars in aid we already in- 
vest. 

Simpler requires a holistic look at all programs. This can be ac- 
complished with a blank-slate approach to reauthorizing the High- 
er Education Act next year. 

After decades of tinkering we now have four different grant pro- 
grams and five different loan programs, each with different eligi- 
bility criteria, different standards for maintaining the awards, dif- 
ferent lengths of time a student can receive the awards, and dif- 
ferent repayment terms. The average student completing the 
FAFSA faces 61 questions. No wonder nearly two million students 
eligible for aid never even apply. 

We can do better. This January, HCM released the American 
Dream 2.0 Report. The report is a product of diverse leaders such 
as Indiana Governor Mitch Daniels; former director of the CBO, 
Robert Reischauer; president of the National Urban League, Marc 
Morial; and Tom Snyder, of Ivy Tech Community College; as well 
as two of the co-panelists testifying with me today. 

The report received coverage in the New York Times and 280 
other media outlets for its three overarching recommendations: 
one, make aid simpler and more transparent; two, spur innovations 
in higher education that can lower costs and meet the needs of to- 
day’s students; and asked institutions, states, and students to 
share responsibility for producing more graduates. 

The technical panel of experts HCM led went a step further, and 
offered specific recommendations needed to deliver on the coali- 
tion’s recommendations. Our report, “Doing Better for More Stu- 
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dents,” offers the most exhaustive modeling of options and impacts 
of any financial aid report. 

Our principal recommendations: students, families, and tax- 
payers would he much better served with one grant, one loan, and 
one tax benefit. 

Through pilot improvements tested in the last 4 years, we know 
it is possible to give students an instant lookup table powered by 
a smartphone app. Congress, however, will need to radically sim- 
plify needs analysis to make this vision a reality. 

We propose reducing needs analysis to four variables. First, if 
you receive federal means-tested assistance you are automatically 
eligible for student aid. Two other variables, adjusted gross family 
income and family size, would be retrieved by the IRS. 

Our final variable would apply to students with more complex fi- 
nancial situations. Information regarding their assets can also be 
retrieved by the IRS. 

According to the Urban Institute, Brookings modeling, HCM 
Commission, these changes can save between $37 billion and $73 
billion. 

We also call for a single income-based loan repayment program 
with common annual and aggregate borrowing limits — for under- 

f raduates, $8,750 a year and $35,000 total; for graduate students, 
30,000 a year and $90,000 total. Savings from this simplification 
are projected to be $38 billion over 10 years. 

For both the single grant and loan programs we recommend 
shared responsibility for college completion. 

To get a maximum annual grant or loan students should com- 
plete 30 credit hours in a calendar year — enough to finish a bach- 
elor’s degree in four or an associate’s degree in two years. For col- 
leges, we recommend adding measures of equity and success to in- 
stitutional Title IV eligibility. Ten-year savings are projected to be 
$39 billion. 

Public opinion supports an emphasis on completion and sim- 
plification. Last year, HCM Strategists commissioned Hart Re- 
search Associates and the Winston Group to survey voters. 

They found 84 percent of voters agree that earning credential is 
very important. Ninety-five percent of African American parents 
and 97 percent of Hispanic parents agreed. 

More than three in five voters think streamlining is a good ap- 
proach. 

What can we expect from these changes? More needy students 
will believe that college is possible. 

Redefining full-time status will mean more students progress and 
graduate faster, requiring fewer total years of support. Financial 
aid counselors will spend less time on regulatory compliance and 
more time helping students succeed. Savings can be found that 
shore up the Pell Grant for another decade. 

Thank you for allowing me to talk on this important topic and 
I look forward to your questions. 

[The statement of Ms. Conklin follows:] 
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A Simple tax credit to 
reimburse you for individual 
courses you may need in 
your career 


Align. Advocate. Advance. 


Confidence that the 


Clear reports with the 
information you need to 
make decisions about 


Loans you can 
repay based on 
your income after 
graduation, which 
are forgiven after 25 
years if not paid off 


college you choose to 
use your aid at has met 
certain minimal standards 


Automatic eligibility for 
financial aid if you receive 
other kinds of federal 
support like free and 
reduced price lunch 


where to go to college 


application that pre- 
loads data for you 


Extra money to help you 
get ready for college 


An instant notification of 
the grants and loans you 
can expect 


A financial aid 


More rhoney for 
enrolling in enough 
classes to graduate 
on-time 
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Doing Belter for More Sludcsiis 
ISSUE BRli'i 


In July 2012, HCM convened a small group of financial aid, tax and higher education policy 
experts. The technical panel was charged with examining the overall financial aid system and 
developing innovative policy ideas that respond to the fiscal, economic and demographic 
realities the nation faces today. This brief summarizes the results of their collaboration. 


WHY DOES THIS MATTER? 


The nation’s financial aid system wis 
built for a different age. In ] 965., when 
the first significant federal financial 
aid program began, 23 percent of 
Americans had a co.Uege degree. Tliis 
attainment level was sufficient to 
support a vibrant middle class. That 
economy and those times are no more. 

Today, the economy places a premium 
on postsecondary credentials and 
the skills these degrees represent. By 
2018, 45 percent of all jobs will require 
some type of college degree, including 
certificates. Unfi^rtunately, nearly half 
of xill students sl:art college but fail to 
earn any credential within 6 years; the 
outcomes are much worse for African 
American.s and Hfspanics. 

The financial aid system - its collective 
$226 billion in investment - need.s to 
be seen as part of the solution for a 
nation that needs many more skilled 
graduates, a stronger middle class and 
greater opportunity. 


In size and scope, student financial aid 
is more important than ever. Nearly 
half of all undergraduates receive a Pell 
grant. Revenues from Pell grants pay 
almost $.20 on every $1.00 received by 
a college or university in this country, 
ranging from 43 percent at 2-year public 
colleges to 7 percent at 4*year private 
colleges. If ciurent trends continue witli 
public colleges in several states, the 
percentage share that federal financial 
aid pays of total operating costs soon 
Mil exceed what states pay. 

It i.s time to modernize the financial 
aid s>T;tem and align it Mth todays 
economic and fiscal realities. The level 
of aid matters, but so does its design and 
delivery, according to research. Known 
barriers in how financial aid dollars 
are distributed hinder innovation and 
the expansion of more cost-effective 
approaches to a quality postsecondary 
education- A new survey of eng^ed 
voters confirms Americans ate ready 
for reform and open to conversations 
atx^ut ways financial aid can serve more 
students, better. 



> V K ^ t vtv.’’ v « ^ 
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A SIMPLER, MORE EEEECTIVE FEDERAL AID SYSTEM: 

One Grant, One Loan, One Tax Benefit 


FIRST, simplify financial aid with 
a single federal grant program and 
a single loan program accessed by 
means ofa simpler application. A new 
grant program would consolidate 
federal support into a grant designed 
to provide an open linancial door 
to higher education and focus 
on applicants with genuine need. 
A simplified loan program, with 
universal income-based repayment, 
would be available for middle-income 
students who do not qualify for 
grants, as well as to supplement grant 
resources for low-income recipients. 

For most students, application data 
for both the grant and loan program 
would be directly imported from 
federal income lax data, simplifying 
the process, making the total financial 
aid package and terms of repayment 
more transparent, and reducing 
opportunity for error or fraud. 


SECOND, simplify federal tax 
benefits for higher education. The 
single grant and loan program, as 
proposed, provides generous but 
better-targeted financial benefits to 
all .students. Making these changes 
reduces significantly the need for 
the current tax benefits for college 
tuition and fees. Further, tliere is 
little evidence that tax credits and 
deductions have significantly affected 
higher education outcomes, but their 



effectiveness could improve if they 
were better targeted, better timed 
and better integrated into financial 
aid policy. A single Lifetime Learning 
Credit, available for education and 
including training that happens 
outside of a formal program (for 
example, an assessment for credit 
for prior learning or proficiency in 
a Massive Open Online Course, or 
MOOC), replaces the existing credits 
and deductions- 
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THIRD, promote shared 
responsibility for completion. For 
students, tiiis means making smart 
choices about schools to attend and 
upgrading the definition of satisfactory 
academic progress— or what is required 
to receive and keep a maximum award. 
Promoting intensive eni'oUment for 
all students improves the odds of 
completion and focuses the size .and 
scope of the federal aid investment in 
structured and accelerated pathway’s 
that can vTOrk better for students 
who juggle work, family and other 
commitments while attending school. 

FOURTH, spend a portion of the 
federal aid budget on demonstration 
programs that spur innovation and 
experimentation. 

Tills could include pilot programs 
such as; 1) a “Pell-ready Grant 
Demonstration” in which students 
with family incomes within 250 
percent of the poverty level who 
need remediation would receive a flat 
aw’ard, for use at either traditional 
or nontraditional providers, wdih 
incentives to both the .student and 
institution fortimely completion; 2) a 
“Competency-based Demonstration” 


A set of balanced metrics can be used 
to create stronger eligibility criteria 
for institutions receiving federal aid. 
An “Institutional Effectiveness Index” 
can integrate measures of access and 
equity, loan repayment and risk- 
adjusted completion rates. Institutions 
would not need to perform strongly 
on all components of the index to 
have a passing score. In fact, it would 
be unlikely that they could do well 
on all. But they also could not get by 
with weak performance in all or most 
components. 


that would support students and 
institutions pursuing competency- 
based {as opposed to seat-tiine- 
or credit-hour-based) models of 
higher education; 3) a "Performance 
Contract Demonstration” that would 
maintain federal needs analysis and 
a guaranteed federal student award, 
but give institutions discretion over 
how to allocate their federal aid 
dollars in exchange tor successfully 
graduating higher numbers of low- 
income students. 
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ENDING THE PARALYSIS: 
Statement Of The Technical Panel 


Ihe lime for policymakers to consider 
fundamenlal improvements to the 
federal financial aid program is now. 
Forty-nine percent of engaged voters 
believe the higher education system 
needs major changes or a complete 
overhaul. \\'Tien presented with 
arguments for and against providing 
financial aid based on completion, 73 
percent of engaged voters surveyed 
believed this was a good idea.’ 

At the same lime, statutory provisions 
that offer important benefits to 
boiTowei’s and titxpayers will expire 
this yeai’ or shortly thereafter.'' Most 
of the program authorities protided 
by the Higher Education Act expire 
within two years.’ Policymakers must 
not let this opportunity pass. 


Our knowledge of how financial 
aid works and how it affects higher 
education outcomes is imperfect, 
and the system as it stands has largely 
evolved based on politics, ideology 
and available budgets rather than 
evidence. The solutions we have 
outlined work from what imperfect 
information we have, while remaining 
open to continued improvement as 
our understanding advances. For 
that advance to occur, we support 
improvements in descriptive data 
collection about aid recipients and 
their results, as well as expanded 
experimentation with a portion of 
the federal aid budget to increase the 
knowledge base that policymakers 
can draw upon in future reforms. 


.* 





REACTIONS TO SPECIFIC APPROACHES TO REFORMING FEDERAL AND STATE 
STUDENT FINANCIAL AID PROGRAMS 


Require .couenes 

stuC’ 

:owteQmes;a«eess!bie- tc siiirtents 
sri^ parents . ' 




Voters. 


AfricSn-Awericen Parents 


Hispanic Parents 


ReqU're coili 
rninfiT'iifii of 


Spread pavments of f1nanr^^} aid- 
out as students advance through 
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Dr, Steven E. Brooks, North Carolina State Education Assistance Authority 
Kevin Carey, New America Foundation 
Kristin Conklin, HCM Strategists (chair) 

Jason Delisle, Federal Education Budget Project, New America Foundation 
Dr. Tom Kane, Harvard University 
Andrew Kelly, American Enterprise Institute 

Daniel Madzelan, retired, US. Department of Education, Office of 
Postsccondary Education 

Dr. Kim Rueben, The Urban Institute and the Urhan-Brookings Tax Policy 
Center 


The work of this Technical Panel was supported by a grant from the Bill & 
Melinda Gates Foundation to HCM Strategists (HCM) and the analysis, advice 
and management of Lauren Davies, Terrell Halaska, Dr. Kim Hunter- Reed and 
Dr. Nate Johnson. 



'ITiis assnTTie.s current lake up rales, we 
eliminate campus based aid programs and 
it includes cUwIng the current $44 billion 
current projected shortfall, Our simplified 
fornutia saves $37 billion even if we assume 
full take-up rate of eligible students. 

Lite technical panel proposes eliminating 
the AO'fC and moving .savings into an 
expanded grant proijram. For example, t\ 
he savings from consolidating the tax credits 
could be used to expand the size of the 
maximum grant to $7,000. If a tax credit 
aimed at undergraduate education is deemed 
essential, it should be non-retundable and be 
structured more like the Hope credit, which 
wa.s replaced by tJie AO’l'C. 


^ Ihis a.vsiimcs using existing FAl-SA aid 
sy-stem and that '.'4 of students taking 12 
credits will iiKTcasc their courseload. Tlte 
savings arc highci' and more targeted to lower 
income students if the simplified applicatioit 
is used. 

* This assiunes using existing I'Al-SA aid 
system and that 'A of students taking 12 
credits will increase tltcir courscload. If 
the simplified applicalton is used, the 
expanded grant will save about $42 billion, 
Alternatively, it would cast $ 1 1 billion if 
eligibility is expmidcd to 250% of poverty 
rate. 


^ Hart Research Associates in collaboration 
with HCM Strategists and contributing 
partner The Winston Group. 2013, 

iTNAI.Har.tPublicQpinionResearch.pdf . 

* Higher Education Opportunity Act of 2008 
authorizes the programs for five years (P.L. 
110-315). 

’ St>ine programs authorized through HEA 
caji continue to receive funds and operate 
one additional year after authorities expire 
through the authorities provided in the 
General Education Provisions Act. 20 L'SC 
1226a (P.L 112-123) 


® V ^ HCM Strategists, iounded in 2 {) 08 ,veod»wilhHsentv{n 4 l^n,udTOc.««u>r, : 

■■■LL' .sod aJ\ ance puMte pt'iuk’- tliat impmve our nammi eduvattor. and ; 

i 15h Stfoet, N\'^' Suite $50. WashingUm, DC 
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About the Technical Panel 


Between July 2012 and February 2013, HCM Strategists convened a small group of independent experts to review available 
research, trends in federal aid participation, spending and outcomes data. Their eight-month deliberations focused on 
offering a cohesive set of options that could put student outcomes at the center of the federal student aid programs, while 
putting critical aid programs on a more sustainable fiscal path. 


This report reflects the analysis, experience, expertise and deliberations of a Technical Pane! that included: 

Dr. Steven E, Brooks, North Carolina State Education Assistance Authority 
Kevin Carey. New America Foundation 
Kristin D. Conklin. HCM Strategists (chair) 

Jason Deiisie, Federal Education Budget Project, New America Foundation 

Dr. Tom Kane. Harvard University 

Andrew Kelly, American Enterprise institute 

Daniel Madzelan, retired, U.S, Department of Education. Office of Postsecondary Education 
Dr. Kim Rueben. Urban Institute and Urban-Brookings Tax Policy Center 

HCM Stralegists, a public policy and advocacy consulting firm specializing in health and education, led the development 
of this paper. HCM team members contributing to this project included Lauren Davies, Terrell Halaska, Dr. Kim Hunter 
Reed and Dr. Nate Johnson. Additional independent data and analyses and draft reviews were provided by the Urban- 
Brookings Tax Policy Center, Postsecondary Analytics. Hart Research Associates, the Winston Group, Dr. Sandy Baum, Dr. 
Sara Goldrick-Rab, Arthur Hauptman, Robert Kelchen, Dr. Michael McPherson, Travis Reindl, Kimrey W, Rliinehardt, Celia 
Simms, Bruce Vandal, and Jane Wellman. 

TTie options contained herein align with the problem statement and guiding principles recommended in "The American 
Dream 2.0: How Financial Aid Can Help Improve College Access, Aftbrdability, and Completion”, which this Technical 
Panel advised. That coalition of national leaders in civil rights, student activism, business, higher education and philanthropy 
called for financial aid policies in America today to reflect a new set of guiding principles: 

• Build on our country’s hi.storic investment in access by helping students not just enroll in higher education but also 
complete a credential with value to themselves and the economy. 

• FocUsS federal resources on the neediest students. 

« Innovate and evaluate new strategies to make a high-quality education more affordable and better suited for todays 
students, including the adults enrolling in increasing numbers. 
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• Simplify aid and give students and parents a clear and complete picture of their college costs, repayment 
obligations, and career and earnings prospects. 

• Hold institutions, states and students accountable for completion. 

Tlie work of this Technical Panel was supported by a grant from the Bill & Melinda Gates Foundation to HCM Strategists. 
The views expressed in this report are those of the Technical Panels and not of any organizations or individuals referenced 
herein nor of any funders or clients supporting HCM Strategists. 
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Executive Summary 


Tlie nations financial aid system was built for a different age, when access and choice were sufficient programmatic objectives. 
In 1965, when the first significant federal financial aid program began, 23 percent of Americans had -a college degree. This 
attainment level was sufficient to support a vibrant middle class. That economy and those limes are no more. 

Today, the econoni)' places a 
premium on postsecondary 
credentials and the sJcills these 
degrees represent. By 2018, 

45 percent of idl jobs will 
require some type of college 
degree, including certificates. 

Unfortunately, nearly half of 
all students start college but 
fail to earn any credential 
within 6 years; the outcomes 
are much worse for African 
Americans and Hispanics. 

The financial aid system needs to be seen as part of the solution for a nation that needs many more skilled graduates, a stronger 
middle class, and more opportunity. Each year, the federal governments investment in student financial aid supports nearly 
$156 billion in grant, loan and work-study assistance to more than 10 million students and their families.' Investments in 
student aid are more than double spending for any other federal educational program, including Title I of the Elementary 
and Secondary Education Act (ESEA) and the Individuals with Disabilities in Education Act programs for K- 1 2 schools.-^ Yet 
for all of the money it invests, the US. government has rarely, if ever, conceived of financial aid programs as a potential tool 
to encourage student success in college. It provides money to (mostly) needy students and hopes for the best. 

In size and scope, student financial aid is more important than ever. Nearly 40 percent of all undergraduates receive a Pell 
grant, Five years ago - before significant increases in the Pell program - revenues from Pell Grants paid almost $.20 on every 
$1.00 received by a college or university in this country. Reliance on Pell funds ranged from 43 percent at 2-year public 
colleges to 7 percent at 4-year private colleges.'' As .student tuition has increased - now becoming die majority of institutional 
revenue in many ca,ses - the federal subsidy share of tuition has also increased, If current trends continue, the indirect federal 
subsidy of public institutions via tuition subsidies will soon be greater than the direct state subsidy of operating revenues to 
the institutions. 



! CA)tlege Hoard. 2012. "’Irciuls in .StuJciU Aid 2012.” 

2 DelLsk', f. and .McCann, C. (2012). “How the Poll Grant Program Overtook PreK- 12 Educational Programs." ll/I <1/2012. EdMoney Watch Blog. 
Washinglon, D.C; New .Aincrita Foundation. 

3 Internal U.S. Department of (-.diication i\na!y.sis of the 2007-08 National Postsecondary Student Aid vSiu vey, 
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It is time to modernize the tinancial aid system and align it with the new economic and fiscal realities. The level of aid 
matters, but so does its design and delivery, according to research. Known barriers in how financial aid dollars are distributed 
hinder innovation and the expansion of more cost-effective approaches to a quality postsecondary education. A new survey 
of engaged voters confirms Americans are ready for reform and open to conversations about ways financial aid can serve 
more students, belter.’’ 


This report offers a brief summary 
of federal student aid policy. It 
then provides an overview of the 
obstacles that policymakers must 
address to put improved student 
outcomes at the center of the aid 
structure's design and delivery. 

Next are longer discussions 
of four broad policy options 
irstended to work together as a 
comprehensive, more financially 
sustainable system: 

• one federal grant and one federal loan program wfith simpler terms to promote increased access, 
affordability and completion; 

. a single tax credit to complement the new' benefits in the single grant and loan programs; 

. new reporting and financial aid eligibility criteria that holds institutions accountable for student 
access and success; and 

• investments in research and demonstrations to evaluate cost-effective ways to finance more student 
succeSvS. 



4 Ilari Re.search A-ssociaies in collalujratiDn with HCM Strategists and contributing partner The Winston Group. 201 3. "College is Worth It.” http:// 
hcrr)sli;m'gisis,tom/afncrK:andr(.'a!T!2-0/report/ITNAI.HaitPuhUc()pinionResearch.ptir. 


» I «. n, .«!• re ' . 
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A Synopsis of Federal Student Aid Policy Objectives 


The student assistance programs authorized by Title IV of the Higher Education Act were created to equalize access to 
postsecondary education, In presenting Title IV in 1965, the chief House sponsor, Congresswoman Edith Green, stated: “All 
of the studies have indicated that financial need is one of the most important reasons why qualified students do not attend 
college. This is a loss that I think this Nation cannot aftbrd. Higher education . . . should not be reserved for the wealthy but 
should be available to the qualified young man or woman whether the youth comes from a family that is rich or a family that 
is poor.”^ Each successive reauthorization, as well as “ofF-cyde” legislation amending the authorizing statute, has reinforced 
this commitment to postsecondary education access, and arguably none more so than 1972 s creation of the first generally 
available portable grant program, now known as Pell Grants. 

There is much to celebrate in this investment. Today, the number ofPell Grant recipients approaches half of all undergraduates. 
Since 1971, total college enrollment has increased by 1 34 percent'^ However, the near-singular focus on postsecondary access 
has left little room to pursue financial aid policies that would contribute to program completion or credential attainment. 
Among students starting school in 2003, Pel! recipients attained a bachelors degree six year later at about half the rate of their 
non-Pell counterparts (19.5 percent vs. 37 percent). Associate degree attainment was essentially the same for both groups, 
whereas certificate attainment by Pell recipients was better than two and one-half time.s that for non-recipients (15.9 percent 
vs. 5.9 percent),' 

From time to time policyraalcers have called for a focus on “access to success,” but the design and delivery of financial aid was 
never aligned to promote accesvS, aiTordabilit)’ md completion. The equity impact is profound; Just 42 percent of Hispanic 
students complete any credential six years after beginning a program; only 37 percent of African American students do 
so in the same period of time.* Miuiy would agree that financial aid awarded to a lowdncome student who did not attain 
a credential represents the cost of offering the opportunity. However, if current policy does too little to protect our most 
vulnerable students from entering the labor force with debt but no degree, then we are doing them a disservice. 


S (".ci'vamcs, A. ct al, 2005, ‘'Opetung: tilt- Doors to Higher Education: Perspectives on the Higher Education Act -10 Years Later.” ‘I'G Research and 
Analytic Services ai hl,!i.v/7wwvv.l.gsic.org/pHH7hca_hisiory.[>dl'. 

National Center for Etlncalion Siaiislics, “Digest of EihicalionStati.slics; Advance Release of Selected 2012 Digest Tahks." Table 1^8: Total full Cii- 
rollmcnt in degree- granting insiiliilions hy attendance statu.s, sex of student, and control of institution; Selected Years, 1947 through 2011, http:// 
Jices.cd.gov/programs/digc.sl,kH2.‘'t.al>lcs/dl12_198.asp. 

7 U.S. Deparimenl of Education. National Center for Ediicalion Siaiislics. 2003-04 Beginning tA).vlscci.)ndary .Students Longitudinal Study. Second 
Follow-up (BPS:04/09L 

8 Radford, A. VV.; Berkncr, VVTicclcss. S.C.; and Shepherd. B. 2010. “Persistence and AUainment of 2003-04 Beginning Po.stsecondary .Students Six 
Years Later," htlp://na’.s.cd.gov/puhs201 1/201 1 151, pdf. NCES 2011-151, p. 8, Table t. 
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Obstacles to a More Effective, Sustainable Student Aid System 


llie size and scope of the total investment in student financial aid is significant. Federal, state, and institutional grant aid 
pays for approximately 46 percent of all instruction-related expenditures in higher education.'^ Together, the programs help 
structure the market in which students and institutions operate. Until now. though, these programs have not been well 
harmoniz-cd and improved student outcomes have not been at the center of program and policy objectives.*'’ Application 
processes are complex and difficult to understand, particularly for the families that stand to gain the most. Policy discussions 
traditionally have centered on what it would take to attract and keep private lenders in the program. SUident subsidies 
have been more a matter for program budget development. Even today, loan program subsidies are poorly targeted and 
cost taxpayers more than necessary to help students manage their repayment obligations and maintain a reasonable debt 
burden. Eligibility rules don't encourage students to attend full-time and finish promptly, and in fact may do the opposite. 
Participating institutions are held to low eligibility standards and only rarely lose access to federal aid.'* Tins continued access 
provides little incentive to contain tuition prices; meanwhile, existing statutes and regulations tend to stunt new approaches 
and bar program participation by innovative postsecondar)' education providers. 

The structures of vaidous financial aid programs create incentives for both students and institutions to behave in certain ways, 
so they are potentially powerful levers to drive changes in those behaviors,*’ Many students need grants and loans to help pay 
the cost of attendance, and they 
will behave in ways that ensure 
they remain eligible. Because 
institutions rely on tuition 
doilans to operate, they have an 
incentive to abide by the policies 
that let them participate in the 
student aid program. Since most 
of that aid functious as a voucher 
that empowers student choice, 
institutions have an incentive 
to l^ehave in ways that attract 
and retain students to generate 
revenue,’’ 



9 Analysis by HCM Strategists cising Delta Cost Piojcct fbrmuias for F8fR with instilntional cxiienJUiiro data from the Digest of Edvicatioii Statistics, 
2011 Digest Tables, and financial aid expenditure dalafrom College Board, 20l2,"Trends in SUident Aid", 

m Other fedcr.al policies that help structure the market in which students and institutions operate include accreditation policies and tax henefits such 
as the tax-excnipi status etijoyed l>y public and nonprofit instilittiom of liighcr education, and the tax-free tnunicipal bonds that institutions can 
access to finaiicc capital ctinstruction. 

1 1 U. .S, Dqjartineni of Education. Sept. 28, 2012. Press Release: First Official Ihree-Year Student loan Default Rates Puhlislicd. and U.S. Department 
of Education. OlTlce ol SluJenl Financial Aid. Po,slsecondary Education Parlicipanls Sy'slcm. 54 CFR 668,34, 

12 Leslie, L„ Brinkman, 1’, 1987, “.Student Price Response in Higher Edui^Ucm: The Student Demand Studies" loiirnal of Higher Education . Vol, 58. 
No. 2 (Mar- Apr. 1987), pp. 181-204. Kahncman, D., IVersky, A. 2000. Choices. Values, and Frames . Cambridge University Press, Cambridge; MA. 

13 One indicator is legislation enacted .several yevirs ago in response to thewnrldwide financial cfisi-sthat caused credit markets to seize both here and 
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'Ihe question for policymakers is how the incentives embedded in the design and delivery of aid programs can reward valued 
student and instilulional behaviors. Recasting aid as a tool to drive student success and encourage effective programs requires 
that policymakers rethink current approaches to simplification, eligibility rules, and student and institutional responsibility. 

Over the past 50 years, Congress has created a patchwork quilt of federal grant. loan and tax benefit policies. Before presenting 
options for rationalizing these programs and orienting them to be more effective for students and financially sustainable, 
it is helpful to summarize major obstacles that must be addressed. A more detailed discussion of obstacles and barriers is 
provided in Appendix B. 

• Despite recent iinprovewents, the design and delivery of federal aid continues to he too complex for students and lags 
behind changes in higher education delivery. 

• Complexity makes repayment of the loans more challenging, and does nothing to explain to students the 
income repayment options that can help re-label the loans and reduce measurably loan aversion.''* 

• Allocation of financial aid is based on clock or credit hours, which makes it difficult to keep up with rapid 
transformation in postsecondary delivery models for an increasingly diverse student population. 

« Federal policymaking demonstrates a lack of long-tertn thinking and coherent planning. 

• Policymakers have layered new grant, tax, loan and repayment programs on top of each subseqtienl 
reauthorizalion, budget reconciliation and even emergency spending bills, without stepping back to assess 
how the pieces work together to accomplish the outcomes currently needed from the programs. 

• Emergency funding measures, knee-jerk changes to eligibility rules, and redirected resources through 
elimination of other aid programs have caused fiiianclal uncertainty for students and institutions. 

• Federal policy lags behind what research says are promising ways to serve students more effectively. 

• information is inadequate for students, families and those who advise them about college costs and 
student outcomes. Research show's a “best college match” between student and institution helps ffiat 
student complete a credential.’^ 

• Tlte federal definition of “satisfactory academic progress” is neither standardized nor enforced.’’’ 


16 


abroad. EC'AvSLA—the: Enisuring ContimiL’d Access to Studeut Loans Atl of 20()X (P.I.. 110-227)— provided the liducaUon Department with un- 
precedented authority lo iniervenc in the federally backed -student loan linandai markets to etisure the uninterrupted flow of federal student loans. 
More titan one a>llegc presidem expressed gratitude to Oongrcia and the Administration fiir thks eiforl, 

Gaetano, G., Palacios, M... and H.A. Patrinos, H.A. 201 1. “.Measuring Averison to .Student Debt: An .Experiment Among Student Loan Candi- 
dates,” 'I he World Rank. Policy Research Working Paper 5737. http;//ci!brar>',\vorklb.ink.(»rg/. institute for ITigher Education Policy. 2008. "Student 
Avei,sion to Borrowing; Wlio Borrow.s and Who Doesn't.” Washington. D.C. hi(p;//w\s-\v.ihcp.oi'g/a.ssets,'i'ilcs/puh!icatii')ns/s-z/studentaversion- 
U)l;orro\ving.pdl'. C^aetano, G,. PaJacicis, M-, and M.A. Patnnt)S. ILA. Measuring Averison to Student l>ebt: An Experiment Among Student Loan 
Candidate, s, The World Bank. Ptilicy Research Work 

Princeton University Press). 

Addinan, C. 2006. "'Ihe 'I'oolhox Revisited; t’ath.s to Degree Completion Prom Higlt School 'ihrtiugh t^lollcge." Washington, D.C.: U.S. Department 
of Education. 
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• The federal government inadequately engages states, systems and colleges as partners in our collective 
completion challenge. Federal aid can play an outsize role by leveraging state and institutional 
expenditures and insisting that other stakeholders contribute to the highest-impact programs. 

We know from economic theory and empirical evidence that financial aid affects student behaviors.'^ Without the federal 
government’s enormous inve.stment in need-based aid, along with states’ even bigger investment in subsidies for both students 
and institutions, it seems implausible that nearly as many students would be attending postsecondary education. 

Changes in aid amounts without additional conditions or targeting have yielded ambiguous results.*^ On the other hand, aid 
tied to clear expectations for progress, such as MDRCs Performance-Based Scholarships, or aid tied to elTective academic 
and student support, as in Canada’s Millennium Scholarships, appears to have some impact. Certain subgroups — low-income 
students, academically al-risk students, adults and women — also seem to respond more to financial incentives and support,'^ 


One Federal Grant and One Federal Loan Program with 
Simpler Terms to Promote Increased Access, Affordability 
and Completion 


Expand eltgibiiJty and lake t.o iv' tiv M-,fOL:oh 

a prcccs*. ‘ncroas.n:, r t < :» 

progress toward comi^loi,on 


Overview 

The redesigned grant program would merge all existing federal postsccondary grant programs into the Pell Grant program. 
It would continue to be focused on the iowesi-income students and maintain current initial eligibility standards.*^ 


17 Bettiiiger, E. 2012, "I'iDancial Aid; A I’.iunl Inslrumeisl for Inaeasmg Degree Atiainmcnt" in (.telling to Graduaiioti, Ediled by Andrew P. Kelly and 
Mark Schneider, (Bahimoiv. MD: Johns Hopkins University Press), pp. 157-174. Harris, r>.N. S? Goldrick-Rab, S. 2012. improving the Productivity 
of Education Experiments: Lessons from a Randomized Study of Need-Based Financial Aid. Education Finaucv and Policy, p. 143-169. 

18 Harris and Goldrick-Rab 2012, Rubin, R. 2011. “The Pell and the Poor A Rcgre.ssiou-Discontinuity Analysis of On-Time ('.nllege F.iifoUinenl.” 

19 R A. Malatc.st and A.s.scidatcs, Ltd. 2005), FINAL Impacts Report Foundations for Success Pmject. Canada Millenium Scholarship Foundation: 
Toronto, Canada, and Pate!. R. 8( Ricliljurg- Hayes, L. 2012. Performance-Based Scholarships: Emerging Findings from a National Demonstration. 
MDRC. hilp://vsv^'W.nidrc.org/,silcs/dcJaull/ii!es/{>i>licybrief_4!.pdf.. 

20 Eligibility standards include the ability to receive the award for an equivalent of 150 percent of program time and requiring a GED or Irigh school 
diploma for receipt. .As this standard was .set in 2012, it docs not seem appropriate to change standards further before the eifects of these changes 
can be evaluated. 
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The need analysis and application process would be significantly simplified through a three-tiered FAFSA (Free Application 
tor Federal Student Aid) filing s)T»tein. Applicants in this means-tested program could verify their participation across 
agencies and access maximum benefits. For most applicants, data sharing with the Internal Revenue Service would pre-fill 
their application by allowing use of their tax information from two prior years. Students and families with more complex 
financial situations would submit additional IRS schedules, allowing for aid to he better targeted. 

A sisnplc app based on income and family size would let students plan early and choose wisely. The need analysis would 
be based mainly on Adjusted Gross Income (AGI) and family size. It would no longer provide additional aid for families 
with multiple members enrolled at one time. Together, these changes would encourage more low-income students to file a 
simplified FAFSA, while targeting federal aid dollars to the neediest students. 

F.xpectations for student aid 
recipients need to increase. To 
receive the maximum award 
each year, students would have 
to enroll in enough credits 
to complete on time {e.g., an 
associate’s degree in two years or 
less), 'fhis requires a minimum 
of 15 credits per semester or 
additional summer courses. The 
levels of grants for course-taking 
below 15 would be set on a pro- 
rata basis. 

vSaving.s from these changes, collectively, to a single grant program, are projected between $86 billion and $1.20 billion 
assuming current grant maximums. These savings could be reinvested by offering a larger financial incentive for increased 
course-taking.-' For example. Tabic 1 in Appendix A estimates the cost of expanding the maximum gra nt amount to $7,000, 
coupled widt the other .single grant recommendations contained herein, can be done on a revenue neutral ba.sis. 

More Details: A Simplified Need Analysis 

A single federal grant program for undergraduates would determine eligibility using a .sijnplified need analysis formula. 
Students would qualify academically if they received a high school diploma or an eqtnvalent credential and acceptance to 
a postsecondary institution under the redesigned program, matching current standards. TTieir financial situation would be 
subject to a means test to determine the amount of any federal grant aid. However, the eligibility criteria would be simplified 
dramatically, relying in most cases only on AGI as reported to the IRS, and a measure of family size (number of IRS income 
tax exemptions). The income and assets of the dependent student would not be considered, and the number of students in 
college would not be relevant for any one applicant. The Pell Grant would be awarded to the individual student and would 
not depend on the timing of his or her enrollment relative to any siblings' enrollment. Therefore, a student would not be 
considered more financially needy because another family member was in school in the same year, as currently is the case. 



21 Appendix: Ikbies 1 aiui 2; savings will depend on additional tako-up rate of .students from simpler application. 
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Rather than producing a specific value for each applicants expected contribution, which would be used to establish the 
grant amount for that student for the academic year, the simplified formula would produce the actual grant amount for that 
student were she enrolled full-time for a full academic year. This contrasts with current practice in which the applicant is not 
immediately notified of the grant amount for which she is eligible, only that she is eligible for a grant based on the level of her 
expected family contribution (EFC). 

The simplified formula would build on the successful partnership between the IRS and FSA that allows many FAFSA 
applicants to retrieve individual t;ix return income and other financial information directly from the IRS as part of the federal 
aid application process. 

More Details: Streamlined Aid Application Process 

The application process and eligibility determinations would be streamlined. Essentially, current FAFSA applicants are 
directed to one of three paths for determining their aid eligibility: an “automatic zero EFC for the lowest-income students, a 
“simplified need test'’ for many moderate-income applicants and a “full formula” for all other applicants, though focused on 
those with more complicated income sources. However, this three-tier approach can be improved upon, largely by means of 
better leveraging existing technology. 


First, the FAFSA would collect 
personal identifying information 
such as name, address and 
Social Security number, and 
the names of colleges in which 
the student has an interest. The 
next questions should ascertain 
whether a .student’s family is 
already eligible for a means- 
tested federal income .support 
program, such as TANF or SvSI. 

For these students, the means 
test has already been performed, 
and iJiey would qualify 
automatically for a maximum 
Pell Grant (subject to verification 
of their .status). Ideally, this 
would be accomplished via an 
unobtrusive match with the 
relevant cognizant authorities. 

Thus there would be a true “bypass” to full grant eligibility. Currently beneficiaries from other means-tested federal programs 
mu.sl still meet an income threshold. Additionally, the current automatic zero EFC approach states that otherwise-eligible 
applicants are not required to file a Form 1040 income tax return. This criterion causes confusion because many taxpayers 
who filed a Form 1040 did so to get other federal benefits administered through the tax .system (i.e., the refundable Earned 
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Income Credit), llie purpose of tbe current criterion is to filter those applicants who appear to be low-income but in fact have 
used legitimate income adjustments and deductions to reduce their AGI. It is estimated that 13 percent of all filers would fall 
into this first category, providing maximum simplicity and transparency.^ 

Next, for the majority of remaining filers, the FAFSA would use a data retrieval system with the IRS to ascertain the number 
of exemptions (which would represent current household size) and the AGI for the applicant (or the parents for dependent 
students), As this match was performed, IRS data should also reveal whether the relevant tax return (parental if under age 24; 
otherwise student) was a Form 1 040 that included Schedule B, C, D, E or F. If no such schedules were part of the tax return, 
an eligibility result would be returned based solely on AGI and exemptions. As with the automatic zero EFC, the current 
system guards against applicants who appear to be lower-income by stipulating that they are not required to tile a Form 
1040. Again, as with tbe automatic zero EFC eligibility test, the purpose is to filter those applicants who have legitimately 
used aspects of the tax code to reduce their taxable incomes. It is estimated that 50-70 percent of all filers would fall into this 
category, providing a simpler, more transparent grant calculation than is possible today.^ 

Finally, for students whose relevant tax return does include one or more of the schedules listed above, more information 
would be required. While this is a relatively small proportion of all FAFSA filers (an estimated 17 percent), the inclusion 
of these schedules implies that AGI is not necessarily the best indicator of family financial circumstances.’’ The goal of 
equitable distribution of limited resources mandates a more rigorous analysis in these cases, to flag students from families 



22 Tax Policy Ccnlev calculation based on 2007-2008 NPSAS data. Note the number of students filling out PAl'SA forms have alieady begun increa-s- 
ing in the last lew yeans with the more stieamlined process. 

23 llu' percentage of sludenu who can use the simplified look-up tables rises to 70 jiercent if students with some but limited nonwage income also 
are allowed to use the .simpler calculator (i.c.. move the cutoff from one to two schedules). 

24 ’fax Policy Center calculations based on IRS tax information. 
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whose complicated financial circumstances allow them to shelter significant resources behind low AGI levels. It should 
be standard practice to use more-robust tax data to calculate awards for these students.'^ Ihe IRS Data Retrieval Tool 
(DRT) In these situations should be enhanced to populate data elements from the Form 1040 that match the data from the 
appropriate schedule. All negative numbers should be set to zero in the calculation, and a modified AGI used instead of AGI. 
yUiditionally, questions about family a.ssets and other tax schedule-sensitive issues should be asked of these students and used 
in an eligibility calculation. 

More Details: IRS Data Sharing 

When the aid application was a paper-based process, concerns about multiple forms and duplicating responses were not 
unreasonable. However, today the vast majority of federal aid applicants— at least 98 percent, according to recent public 
statements by FSA — file their FAFSAs electronically.^ Thus concerns regarding the need for families to complete multiple 
applications in hard-copy formats— with much of the same household and financial Information collected multiple times— 
are outdated. In fact, today’s FAFvSA on the Web (FOTW) encourages applicants to complete a separate “form” — via the 
DRT — at the IRS website. While 
in that se.ssion, an applicant 
can initiate a second session 
at the IRS website. Today it is 
more appropriate to think about 
the aid application process as 
a series of concurrent online 
sessions instead of physically 
distinct paper application forms. 

The IRS-DRT iliuslrales bow 
technology can simplify the 
financial aid application process. 

It also can help policymakers 
think about ways to improve 
program design and delivery. An application-programming interface (API) is a readily available and common way in which 
various software components (e.g„ FOTW and the IRS-DRT, or the apps for tablets and smart phones) communicate with 
each other. It seems a similar solution could facilitate communication between the federal government and various third 
parlies in the aid application context. Furthermore, the US. Department of Education-IRS partnership could provide 
information regarding the availability of financial aid to families with precollege-age children. 



25 For exainpie, net capihil losses/gain.s might be added back to/siibtractcd from AGI before dcterminiivg eligibility, since lor purposes of recurring 
family income these arc a change of asset po,sition and na actually “income" at all. Depending on additional inibrmation from the forms, these 
taxpayers may also be required to submit additional information about asset values similar to the system currently in place. However, die number 
of students subject to this more complicated FAFSA would be much smaller. 

26 US. Department of FduciUion. 2012. Why Complete a FAFSA? Federal Student Aid. http.-//siudemaid.ed.gov/siie.s/ilefauit/files/20I2-13-cumpicl- 
ing- tlie-fiiisa.pdf. 
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To ensure tliat tax return data are available from the IRS for most applicants, income and exemptions from two years prior 
to enrollment (“prior-prior” year income) could be used instead of from the year before (prior year), which is currently the 
basis for the aid eligibility formula (e.g., 2010 income for 2012-13 eligibility instead of 2011 income). Re.search indicates that 
using the “prior prior” income has a negligible impact on the distribution or award amount for most applicants. Specifically, 
tor 77 percent of applicants, the Pell Grant remains within $500 when using this year-older income data. For 67 percent 
of applicants, and ‘M percent of recipients, the grant does not change at ail.” Students who face a change in economic 
circuni-siances — becau.se of a job loss or other changes — could be allowed to file updated forms with the assistance and 
professional judgment of a campus financial aid administrator, on a case-by-case basis. 

More Details: Revising the Definition of Full-Time and Satisfactory Academic Progress 

Federal law defines full-time enrollment for financial aid as 12 credit hours, which is less than what generally is needed to 
complete a credential on lime. Financial aid i-ecipienls must demorrstrale “satisfactory academic progress” (SAP) toward 
degree/program completion beyond the initial year of aid receipt, but the federal government does not mandate specific 
standards. Schools establish their own SAP standards within rather broad federal guidelines. 

Promoting more intensive enrollment can not only improve time to degree but also the odds of completion. To encourage 
on-time progression and completion, the redesigned Pell Grant program should be based on the intensity of students’ 
enrollment, with the maximum grant to first-time students set on the basis of at least 15 credits in each of the first two terms. 
Afterward, the student could receive the maximum by enrolling in at leiist 15 credits per term, or by having earned sufficient 
credit to demonstrate a clear path to on-time completion. For example, a student who earned 33 credits in her first year could 
be awarded a maximum grant if she enrolled in only 12 semester hours in one term her second year, as long as she earned at 
least 27 credits in that second year. Students could use summer and other nonstandard terms to increase credits and move 
toward graduation. 

Suggested Pell Grant Award Schedules 

'Ihese tables illustrate what grant amounts would look like at difierenl intensity levels for difTerent grant amounts using our 
current application system. 


27 D)7iaj\'*ki. .S. and Wiederspan. M. ‘'.StiKlcni Aid Simplification: lx>okiiigBack and Looking .Ahead.” National Tax Journal, March 2012, 65 (1). 211- 
2.54, lnt|K//iU!.tax.!iri'/wwtax/nlirec.nsf 
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With Increased (irant Amounts: S7,000 Maximuin and S7Q0 







Using Carrenl Pell Urant Maxirnuni and Minimum Amounts 



A redesigned Pell Grant program would maintain the current expectation that students complete programs within acceptable 
time limits, defined as a maximum of 1 2 full-time semesters or the equivalent.*® 


Streamline the loan programs Into a single, income-based repayment program 


Overview 

The redesigned federal student loan program woidd collapse tlie numerous benefits, rules and restnetions under the current 
program into a single “foundalionar’ loan program with uniform borrower benefits and one repayment plan. Tlie loans would 
include annual and overall maximum amounts. All borrowers would have to repay under a hybrid version of the two existing 
Income-Based Repayment (IBR) programs. Borrowers with outstanding loan balances would have that balance forgiven 
after a certain number of years; 20 years for those with entering repayment amounts less than $40,000 and 25 years for all 
other borrowers. The new loan program would end the 10 different annual and aggregate borrowing limits in tlie current 
program. The single loan program would end the various distinctions among the subsidized Stafford, unsubsidized Stafford 
and Grad PLUS loans, and it would end the Grad PLUS, Parent PLUS and Perkins Loan programs. The single program would 
set new bojTowing limits: one for undergj'aduate students and one for graduate students. Collectively, a single loan program 
as proposed here would save nearly S38 billion over ten years. 


2^1 'Ihe lahit'S pirosenlcd in Appendix A are illustrative, in practice the student would be able to calculate their grant amount using a formula which 
.sublracls Hht; from the Max grant and then muiliplies by the intensity of enrollment. We much prefer our simpltricd system, which would calcu- 
late grant amounts directly based on AGI, inimbcr of people in household andcour.se intensity. 

29 this policy is ri)ughiy equivalent It) the 150 percent credit cap proposed for the single loan progtiun. 


P iii^ A. r Mor* Siu ft 



35 


More Details: A Reformed, Default Income-Based Repayment Program 

Income-based repayment can mitigate interest rate risk for both borrowers and taxpayers. A borrowers monthly payment 
would not be based on any particular interest rate or outstanding principal balance on the loan; it would be based solely on 
his or her income. The interest rate would serve only to determine the speed at which the loan balance was reduced or retired 
given a certain level ofincome. Lower incomes would have the same effect ashigher interest rales: The reduction in outstanding 
principal decelerates. Borrowers may 
pay a bit longer, but they would never 
pay longer than 20 years (25 years for 
high debt borrow'ers), thus dampening 
interest rate risk, particularly for 
struggling borrowers. On the other 
hand, borrowers with higher incomes 
w'ould pay back their loans faster under 
the new income-based plan than they 
do currently, which would mitigate the 
risk to taxpayers that the repayment 
program is overly generous. In essence, 
the program would be much more self- 
correcting than the current income- 
based repayment program, for both 
borrow’ers and taxpayers. 

The new program would not include 
any special status features such as in- 
school interest subsidies, or routine 
deferment and forbearance options, 
but it would still allow borrowers to 
forgo monthly payments while enrolled 
at least half-time, The existing suite of 
benefits i.s complicated for borrow’ers to 
understand, and it requires considerable 
time and effort for loan servicers and institutions to administer and track. Instead, borrowers would be charged interest 
while in school. The loss of the deferment and forbearance benefits would be offset by other new benefits. (Income-based 
repayment allows borrower.? to exempt 150 percent of the federal poverty guidelines front their income, thereby providing 
a form of indefinite deferment or forbearance for borrowers with no or low incomes.) 'fhe Congressional Budget Office 
estimates thi.s provision would .save more than $40 billion over the 10-year budget wiudow. 

A borrower s monthly paymtent would generally be calculated the same way as the current income-based repayment program 
in the federal loan system, with several modifications. 

Under the current plan, a borrower pays 10 percent of his adjusted gross income tow'ard his loan annually (divided by 12 
months) after deducting from his income 1 50 percent of the federal poverty level based on household size. In other w’ords, 
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discretionary income is defined as income in excess of this poverty level-based calculation, and the borrower pays 10 percent 
of this amount. Today, that deduction for an individual is about $16,500. However, the borrowers monthly payments are also 
subject to a maximum; they cannot exceed the amount the borrower would pay under a straight-line 10-year amortization 
plan (the “standard repayment plan”), based on the borrowers loan balance at the time he entered repayment in the IBR plan, 
lhat cap makes the current program regressive and allocates benefits to borrowers with higher income in later years. The new 
f BR plan suggested here ends the cap and the regressivity it currently creates. 

The new income-based repayment program would continue the income deduction based on federal poverty guidelines ajid 
maintain the repayment rate at 10 percent ofdiscretionaryincome,butonlyfor borrowers with incomes below 300 percent of 
the poverty level appropriate to family size. Borrowers earning more would pay at a rate of 1 5 percent of discretionary income, 
'lliis is similar to the structure of the federal income tax; A portion of the taxpayer’s income is exempt from taxation— -i.e., a 
standard deduction— and income above that amount is taxed at progressively higher rates. However, in the case of the new 
IBR plan, there would be just two rates, and borrowers would be subject to one or the other, minus the exemption.^^’ 

Borrowers could always opt to pay more per month if they chose. Unpaid interest that was due would accrue, but it would 
be added to the principal (negative amortization) only after a borrower’s debt-to-income ratio fell below a certain point, just 
like the existing program. 

Borrowers who are married, but file separate federal income tax returns, would have to include combined income in die IBR 
calculation — though the poverty level deduction would be adjusted to account for household size per the federal guidelines. 
In cases where both spomses were repaying student loans, each could base his or her payment on one-half of the combined 
household income. As noted earlier, borrowers vdth loan balances below $40,000 when they entered repayment would 
qualify for loait forgiveness after 20 years in repayment status. Borrowers with higher debt entering repayment would qualify 
after 25 yeitrs. 

A lederal loan system in which the only repayment option was Income-Based Repayment (IBR) would eliminate much 
borrower confusion. One loan with one annual maximum and one cumulative maximum would replace multiple possibilities, 
thus helping students focus on managing college costs, repaying with interest based on actual income, and considering 
example,? of average incomes for their careers when making appropriate borrowing choices. 

More Details: New Loan Limits 

Under the new approach, the current loan .system would be replaced by one loan ty])e with an annual limit of $8,750 for all 
undergraduate borrowers and an aggregate limit of $35,000, i.e. four years of the annual maximum. Graduate and professional 
students would be subject to an annual limit of $30,000 and an aggregate of $90,000. 'ihe total maximum undergraduate plus 
graduate aggregate limit would therefore be $125,000. 


30 In our current modeling we are assuming the student pays either 10 or 15 percent of their utcame above the {xwerty line based on AGl. Howev- 
er, thi-s mayiciid .sludenus to try and hide income to avoid the higher rate, sin alternate way of impleinenting this program would be (like die lax 
syslen)) to have the sUuleiii pay 1 5 percent of AGl that is higher than 300 percent of the poverty level. 
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Students would be limited to borrow for the credit hour equivalent of 150 percent of program length to reduce the number 
of unneeded courses taken for program completion. The limit would prevent credit creep and encourage institutions and 
students to focus on clear paths to graduation. 

The new loan program would have the 
same rules regarding maximum award 
eligibility as the redesigned grant in terms 
of enrollment intensity. Fifteen credits 
per semester would be considered full- 
time. First-time students would receive 
the maximum loan by taking at least 
15 credits in both semesters their first 
year. Subsequently, students must enroll 
in 15 or more credits per term, or have 
enough credits to be on a path to on-lime 
completion. For students enrolled less 
than full-time, loans would be issued on 
a pro-rata basis. As in ihe current system, 
students enrolled less than half-time per term would be ineligible for federal loans. Note that these limits are higher than 
under the current program in some cases (Stalford loans for dependent undergraduates) but lower for others (independent 
undergraduates, and graduate students because of Uie elimination of Grad PLUS loans). 

Parent PLUS loans would be eliminated. The higher loan limits for dependent undergraduate.? suggested here would restore 
some of the borrowing authority for sStudents whose parents would have used the Parent PLUS program. Many parents are 
also good candidates for obtaining private credit, whereas most students are not. Terminating Parent PLUS would help guard 
against imprudent borrowing and tuition inflation, given that it allowed parents to finance the entire cost of an education, 
regardless of the tuition. 

Graduate students would be eligible for lower limits than the current program because the Grad PLUS program would 
be eliminated. The annual and aggregate limits, however, still would be higher than under the current Stafford limits for 
graduate students. In that regard, the program would end the unlimited borrowing feature of Grad PLUS but allow larger 
loans than Stafford, 

More Details: Interest Rates 

Interest rates could become less relevant and less meaningful for borrowers in a program that offers payment based on 
income and loan forgivene,ss after 20 years of repayment and 25 years for high debt borrowers. Monthly payments would 
not be ba.sed on loan balance or intere.st rate, only income. TTiat .said, interest rates influence how Jong a borrower must 
repay {even if payments are based on income), and rates partially offset the government's cost of funding and operating the 
program — which at a minimum includes time-value of money, risk and losses from loan forgiveness. 

The interest rate in the single loan program would be fixed at 3 percent plus a markup equal to the interest rate on the 1 0-year 
U.S. Treasury note at a point certain during the year in which the loan was originated. Thus all loans issued in a given year 






would cany the same rate. The markup would ensure that the interest rate on loans issued in a given year bore some relation 
to interest rates in the economy. For example* rates on newly issued loans this year would be about 4.9 percent. Unlike prior 
experience in the federal student loan program, the interest rate would not be capped. However, income-based repayment 
provides an implicit interest rate cap. For example, a borrow'cr who earns a low income throughout his repayment term, but 
borrowed at a 9 percent interest rate, would be unlikely to make payments that would equate to such terms. His payments 
would be based on his income, and he would likely receive loan forgiveness before he was atfected by the high interest rate. 

More Details: Better Loan Counseling 

Good borrowing decisions by students would continue to be crucial. 'Ihe current system of campus recommendation, if not 
actual specification, of loan amounts is not a shining example of a borrower-centered approach. Numerous press accounts 
and studies indicate the need for a more serious and rigorous approach in guiding good borrowing decisions. 

High-quality student access and success programs help students explore careers, look at postsecondary options and find 
the college that is right for them. Local entities are best positioned tor providing these programs. That help should be 
extended to students at the time they are deciding whether to borrow for higher education and, if so, how much. The use of 
an independent third parly is aLso highly desirable during repayment and should be beneficial to borrowers and to taxpayers, 
since the economic interests of loan servicers will be to grant lower repayments and thus extend the life of servicing and 
their servicing fees. While this may be more immediately convenient for a borrower, a more reasoned approach considering 
long-term impact for the borrower could be more beneficial. Specific services that an independent third party should provide 
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include early education of the prospective student and borrower, loan counseling at the time of borrowing, and counseling 
and promoting borrower wellness during repayment. TTiis infomtation should be seen as part of a continuum of college 
access and success activities. It should be offered by entities with experience in college access and student loan issues that 
are independent of the current federal loan servicing activities. Better counseling before borrowing and during repayment 
should save more in defaulted loan expenses than it would likely cost. 


A Single Tax Credit to Complement the New Benefits in the 
Single Grant and Loan Programs 


In addition to direct spending programs to help families pay for higher education, the federal government also provides 
assistance through the tax code. 'Ihe 14 different lax benefit programs are designed to help make higher education affordable 
and provide relieffor students before, during and after. Ihese programs need lobe understood in three dimensions: their cost 


relative to other financial aid 
investments; their complexity; 
and the evidence of their 
effectiveness at promoting 
access, iiff'ordability or 
completion. 

First, it. is important to 
understand the relative cost 
of postsccondary tax benefits. 
Today the nation spends 
a large share of its federal 
financial aid dollars on tax 
preferences. For example, 
it is estimated that higher 
education preferences will 
cost the federal government 
$116 hillion between 2011 
and 2015, which approximates 
the three-year cost of the Pell 
Grant program as currently 
configured,-” With the 
introduction of the American 



31 Ihc .HI 16 Mlhon I'cprcst'iits ihe S79 billion cosl i'stiniate as reported by the loirtt Committee onTax-Ation in JCS-62-13 Quly 23, 2012) and an addi- 
tional -SS? billion pii-ssed as part of the Artierican Taxpayer Relief Act of 2012 (fCS-l- 13) on January 3, 2013. 
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Opportunity Tax Credit (AOTC), tor example, federal spending on tax credits doubled from 2008 to 2009, from $9 billion to 
$ 18 billion.-*- These expanded costs retlect both more-generous programs and increasses in eligibility. 

Second, it is important to evaluate these programs' completity since the evidence for simplitication is well documented in 
traditional grant programs. The 14 existing programs fit into three classes: benefits prior to enrollment for education savings 
plans or qualified tuition programs, benefits during enrollment for tuition and related expenses, and benefits after enrollment 
for student loan repayment. Most occur while the student is enrolled. Among the benefits are excluding scholarships and 
grants as income, employer-provided education benefits, extended exemptions for children who are 19 to 23 and enrolled 
in school, and four different credits or deductions for paying tuition or the cost of attending postsecondary schools. While 
enrollment is a prerequisite to receiving these benefits, there is little evidence that families or students see them as part of 
higher education financial aid policy, Often tiutpayers take the wrong credit or deductions. A 2012 GAO analysis of 2009 IRS 
data found iliat about 14 percent of filers failed to claim a credit or deduction for which they appeared eligible. '* In an earlier 
report, GAO found taxpayers often claim the wrong deduction— or don’t maximize the size of their tax benefit. 

Tlie timing of tax credits (up to 1.5 months after tuition is paid) also decreases the eflectiveiiess of using them as a tool to 
help increase access and completion.*'* Timing is not the only issue these policies raise. They also add needless duplication 
and complexity to the financial aid application and delivei 7 process. Last, it is difficult for families to save appropriately for 
college when the tax benefits are set to expire, and at different dates. Fundamentally, it would help if federal policy were 
passed on a permanent basis, rather than extended one or two years at a time. 


Simplify four major tuition-related tax benefit program.s into a single 
Lifetime Learning iax credit 


To simplify the process and offer aid to a wider class of students, one option is to eliminate AOTC, Hope and the tuition 
and lees deduction and retain a single credit patterned on the Lifetime Learning Credit (LLC). This nonrefundable credit 
would let taxpayers deduct up to $10,000 qualified tuition and related expenses incurred on behalf of the taxpayer, spouse 
or dependent. The credit would be available for an unlimited number of years, and be available to pay expenses associated 
with new delivery models (e.g., assessments to award credit for skills and knowledge obtained by completing MOOCs). 
Keeping a less generous credit (like the LLC) would benefit a larger number of .students but with a smaller average benefit. 
Wliile available for undergraduates, having a benefit available to more types of students would help play a different role in 
the process. Under the other reform proposals described herehi, undergraduate students would be better served by student 
grants and loans— making the need for a tax credit less urgent. 


.^2 Rueben, K. July 27, 2012. Do Higher Hdiication Tax Credit Make Sense? Tax 'Vox: The Tax Policy Center blog. Tax Policy Center. 

33 U;S. (lovernnient .Acci.tuniabiliiy t >llice. 2012; Repon to the Committee fwi Finance. U.S, Senate; Higher Kducationr Improvexl 'Rix Informalton 
Could Help Pay tor College. GAO-i2-5(50. 

34 long. H.T'; 2008; ‘"VVliat is Known About the Impact of Financial .Aid? Implications for Policy." Working Paper. National (ieiiter for Postsccondary 
Re.search. 
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More DetaHs: AitGrnrjtwL Wflys to SssTiplify T.^x P.onofjts for StucK^nts 


An alternative option would be to eliminate the LXC and tuition and fees deduction and limit the AOTC. Iliis would focus the 
benefit on undergraduates early in their postsecondary education. Immediately, the costs of the AOTC could be restrained 
and savings reallocated to the single grant program and/or innovation and research in the aid program if the AOTC income 
limit were capped. The cost of extending the AOTC tax credit would be Jess if the benefit were capped for families with 
income below $125,000 rather than the current $180,000. This would concentrate the tax benefits in households lower down 
the income distribution. It .should be recognized that under current tax policy the AOTC Is scheduled to expire. Any benefit 
or cost of this change depends fundamentally on whether this benefit is expected to be provided on an ongoing basis and 
what other changes are made to the tax s)^tejn (currently a complicated collection of temporary rules concerning both tax 
rates and credits). 


integrato tno tax benofit^ more fully fnto the financial aid system. 


Leaving all tax benefits in place, more can be done to integrate their value into a redesigned financial aid system that is 
centered more around student success. Tlie refundable portion of the AOTC (filers with no taxable income still receive a 
credit resulting in a tax refund) functions much like a grant program for lower-income students and families. It is a prime 
example of how complexity undermines the potential effectiveness of federal subsidies to influence student behavior. The 
federal budget records the refundable portion of the credit as spending, totaling about $3 billion annually, but this aid is not 
delivered through in.stitutions of higher education and financial aid offices like federal grant aid; it is delivered through the 
tax filing proce,s,s. Students and families, therefore, mu.sl complete two separate applications to receive their total federal 
aid-one with the help of a financial aid office and another requiring the assistance of a tax preparer. Thus a first step to 
making federal tax policy that affects higher education more eflectivc would require simplification and better information 
about the di,slribution of the.se benefits. 

For all AOTC beneficiaries, there are additional ways the federal education tax credit could be better integrated with financial 
aid policy. It would help if the timing of the credit could be changed to earlier in the year, when tuition is due (thus helping 
students use these funds directly for school expenses). If the timing cannot be changed, it would help if institutions could 
provide students a consolidated financial aid statement that clearly outlined current levels of grants, loans and also expected 
tax credits that students would be eligible for (based on current expenses, assuming income equal to prior year’s). The 
U.S. Department of Education should provide a line-by-line template for institutions to use in creating this con,soiidated 
statement, In this way, students would be aware of ihi.s benefit. Again, this requirement is useful only if federal tax benefits 
for higher education are part of the permanent law — and thus their value is known. 


^5 CS. Dcparlnicnl i>f ihc Treasury. Get. 12, 2010. 'Ihc American Opportunity Tax Credit. hup://w\vnv.iren.uiry.gov/ic5oui tc-ccntci/uix policy/l)oc' 
umcms/Aincdc.rn-Opporuuiily- rax-txedit- 10-1 2-101 0.pdl. 


Ih’tsj for Mori. L.: 
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New Reporting and Financial Aid Eligibility Criteria that Holds 
Institutions Accountable for Student Access and Success 


Federal financial aid policy should promote shared responsibility for completion, which means higher expectations for 
everyone. For students, this means receiving maximum benefits in exchange for taking and completing more courses. For 
colleges, this means meeting minimum thresholds for performance on a variety of access and success metrics. These metrics 
would paint a more complete picture of student success than die current cohort default rates used for determining financial 
aid eligibility. An “Institutional Effectiveness Index” could integrate measures of access and equity, loan repayment and risk- 
adjusted completion rates. Institutions would not need to perform strongly on all components of the index to have a passing 
score, hut neither could they get by with weak performance in all or most components. 


CoiiC'Ci and publicly report a common set of student outcome metrics. 


A new set of common student outcome metrics should explicitly connect students' postgraduation behaviors and labor 
market participation to their institutions of choice. This Institutional Effectiveness Index would expand the current Title 
oversight policy and use three basic measures to determine ongoing institutional eligibility in all federal student aid 
programs: protection of access and equity and completion rates, adjusted if possible Ihr the characteristics of incoming 
students and federal student loan repaynnent. 

More Details: A Protection of Access and Equity Measure 

Much is known from Federal Student Aid’s administrative files about the number of aid recipients attending each institution. 
But little is known about the share of an institutions student body that its aid recipients represent. Some work has been 
reported in recent years, but those analyses largely focused on more-.selective colleges and universities. A specific institutlon- 
by-institution accounting of federal aid recipients— especially Pell Grant reciplent,s — is Jieeded. 

Ideally, an access and equity measure would be based on a percentile distribution of family incomes for each institution’s 
student body, However, such data are currently unavailable nationally. Pell Grants — the most income-targeted student 
aid— could provide a rea.sonabIe proxy: that is, tlie percentage of an institution’s undergraduate students who ai’e Pell Grant 
recipients. The access and equity threshold need not be uniform across all institutions. Consideration could be given for 
mission, selectivity, sector and other factors. This specific measure would entail additional data collection. 

More Details: Completion Rates 

Completion rates, a.s currently collected at the federal level, suffer from two critical measurement errors: the exclusion of part- 
time students and students who attend multiple institutions, colloquially referred to as “swirl,” and failure to account for the 
differences in incoming students. In April 2012, theU.S. Department of Education moved to implement the recommendations 
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of the Committee on Measures of Student Success to Include in federal graduation rates part-time and transfer students. An 
input-adjusted completion rate could be used with tlie more-complete federal data collection.^^ 

More Details: A Loan Repayment Measure 

A federal student loan repayment rale performance measure, such as that initiated by the department in the gainful 
employment regulations, would improve the current, anniwl cohort default rale (CDR) calculation. This measure is used to 
determine continued institutional eligibility, but aligns institutional and borrower incentives in the wrong direction. That is, 
institutions have a strong incentive to exclude their former students from the CDR calculation by encouraging them to take 
advantage of forbearance or deferment options on their loans. This Is typically a short-term strategy for institutions, masking 
the poor financial situations of former students because tlie CDR calculation only covers the first two years in repayment 
(soon to be the first three years). 

A repayment rate calculation . adjusted for the characteristics of students, ensures that an appropriate share of former students 
has suflicient income to service their educational debts, while incentivizing institutions to encourage former students to 
repay their loans rather than assisting them in postponing repayment. 


Protect students and taxpayers by Itmftmg federal atd to rnstitutjons 
With a proven track record for graduating a minimum of st\idc» ts 
on time, particularly low-income «5tudents 


Reducing financial barriers has longbeen—andcontinues to be— the hallmark offederal postsecondary education policy. The 
significant expansion of the federal student aid programs in the late 1970s (primarily the Middle Income Student Assistance 
Act) raised new concerns about waste, fraud and abuse in these programs.^^ The focus of these compliance efforts was to 
minimize institutions’ opportunities for taking financial advantage of their own or their students’ failures. 

Initial institutional participation in federal aid programs is currently governed by interrelated statutory and regulatory 
provi-sions. Fundamentally, an institution mast be duly accredited and authorized a.s a po.stsecondary institution by the 
state. In addition, the department certifies institutions as eligible participants, ensuring that they can administer the federal 
student aid programs properly and operate as ongoing business enterprises. 

Institutions must be held accountable to ensure students’ success is a primary objective when receiving those students’ 
financial aid. Currently, the department annually evaluates a number of accounlabiliiy measures— e.g., cohort default rates, 
financial responsibility standards and the “90-10” rule— to help ensure that federal funds are properly spent. Accountability 
is further examined via required annual audits and periodic program reviews. However, the accountability scheme does not 
adequately measure how’ and to what extent student financial aid recipients benefit from these programs. 


36 Ihc Context for Success projecl offers scvenii options for adjusting completion rate.s. Sec Harris, D. and Kdchen.R. 2012, Can 'Value-Addeii' Meth- 
ods Improve the Mcasuremerti of College PerfbrnumcefBtupiricn} Analyses and Policy linplications. Wasliingion, DC; HCM SUalcgisis. 

37 '34CFR668.16M62. 
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'Hie proposed Institutional I'.ffectiveness Index would be evaluated periodically (less frequently than annually). It would 
be phased in over time, using the six-year cycle for the current recertification process, lhat is, the new index would be put 
in place for an institution as it came up for its certification renewal. However, sanctions would not be imposed until the 
institution had the chance — perhaps after four y^ars — to effectively implement new requirements. 

Tliis phased-in approach is similar to the implementation of the cohort default rate (CDR) calculation and subsequent 
imposition of penalties a number of years ago. The department computed CDRs for each Institution for several years before 
the results were irsed to rescind participation in the loan program. Initially the institutions thought the CDR-based approach 
to continued participation unfairly held them accountable for their former students’ failure to repay federal loans. However, 
over time they learned, periodically with the help of Federal Student Aid, to manage their default rates. 


Investing in Research and Demonstrations to Evaluate 
Cost-Effective Ways to Finance More Student Success 


Over the past decade or so. Pell Grant expenditures have nearly quintupled in real dollar terms and tripled in constant 
dollar.s. ’'* Recipient-s have increased at about half that rate.” Over the same period, federal student loan volume (FFF.L and 
Direct Loan program, s) has more than tripledin real dollar terms and doubled in constant dollars.'‘“Thu.s it is more important 
than ever to identify, develop and use data to ensure that the significant federal investment in student aid is well spent. 

In its early days, the Department of Education had a broad programmatic interest in evaluation studie,s to help guide policy 
decisions. Many were accompli.shed in-house by the Institute for Education Sciences and the National Center for Education 
Statistics (as they are now known). Over the years, however, the traditional role of NCBS— to collect and disseminate 
information relating to education at all levels in the United States— became predominant. To be sure, the department still 
conducts evaluation studies of its programs under the Government Performance and Results Act, but the,se studies have 
typically supported future appropriations requests more than tested program etlecTiveness. 

Most studie,s related to financial aid have focused on the factors that shape enrollment decisions or on the overall impact of 
specific, programs. But few have examined how the presence or absence of aid actually affects .students’ decLsions about their 
education. The kinds of financial aid programs that work best, for svhich students and in what way,s, are simply unknown. 


38 College Boanl. 2012, "Trends in .Student Aid 2012.” Table 1. 

.39 Ollice of Postsecondary Education. 2010-2011 Federal Pell Grant Program Eiid-of Year Report Table 1: Federal Pell Gnint Program; Summary 
.Statistics for Cross Year Reference. 

‘10 (xdlege Board. 2012. “'liends in Student Aid 2012.” Table 1. 
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Without research and development on financial aid, federal policymakers have been limited in their ability to answer basic 
questions about the effect of existing programs on student success, let alone to propose promising changes in existing 
programs. Tlie lack of research also sets up a Catch-22; Reformers have trouble making a case for policy change, while 
conducting such research requires experimenting with reforms that the advocates of programs may resist on the grounds 
that they are not research-based. 

More large-scale, longitudinal studies in which students are randomly assigned to receive either their regular aid packages 
or variations would help. These variations could include additional aid, aid tliat is disbursed in different ways and different 
times, or aid that comes with additional counseling or alternative performance conditions. ^Studying differences in behavior 
between randomly selected groups of students who receive different levels of aid or aid with different conditions can allow 
researchers to distinguish the independent impact of that aid. Even the most thorough regression-based evaluation,s of aid 
are subject to potentially fatal self-selection error. 

Other methods of quasi-experiinental evaluation, such as regression discontinuity or the use of instrumental variables, should 
be strongly encouraged where possible and can also yield good results. These methods, however, often depend on accidents 
of history or quirks in policy (e.g., strict GPA cutoffs, short or nonexistent phase-in period.s) that may not he present and, 
ifpresent, may not be desirable. Rather than depend entirely on serendipitous re.search opportunities, federal policy should 
devote a small percentage of the aid budget (e.g., 1-2 percent), to structured experiments that can complement and expand 
the existing research base in a more intentional and targeted way. 

Demonstrations to Test and Evaluate Innovation in Aid Design and Delivery 

Ihe Department of Education has implemented several statutory demomtralion programs in the past related to certain 
aspects of the financial aid programs. Typically, however, they have been limited in scope, One example is the Distance 
Education Demonstration program authorized by the 1998 HEA Amendmetfis. 

Such efforts are promising but insufficient. To make up for years of neglect, a sustained federal and philanthropic 
commitment to research and development on financial aid is needed. In the United States, the amount of funding spent on 
educational research and experimentation is dwarfed by spending for medical research. Spending on medical research and 
experimentation has been estimated to be as high as $140 billion dollars in 2010, with private industry providing the bulk 
of this (54 percent) and the federal government funding in second place (32.7 percent). In contrast, less than $700 million is 
budgeted toward education research by the federal government each year.*' The least that can be done is to devote a fraction 
of that commitment to making sure financial aid works as well as it can. 


'11 Research Aincrica. 2010, "Invesunenl in Health Research” htlp:,//w'ww.rcscarchaincrica.oigAi{>loatWhcalth4ollcirl0.pvif. 'ihe Department of Edu- 
cation’s budget lor hllp:/,\v\v-w2.ed.gi>v/aboiit/ovciview/budgcl/'budgetl3/13pbiipi-pdf. The NSi's website documenting awards for science of 
iearning centers !!Up://wvv'w.nsi‘.gfiv/UiiiJing/pgn\_summ.jsp?pinisJ<l=5567. 
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Three areas where this Technical Panel suggests experimentation and research is needed: 

/. finding more effective and less expensive to get students ready to succeed in college-level courses; 

2. fundhig delivery models where progression and attainment are defined ly competencies, not credit hours; 

3. creating alternative regulatory frameworks for enga^ng states, systems and institutions. Ihese framewoj-ks should 
promote innovative and evidence-based approaches to usingfinancial aid as part of a comprehensive completion 
manngeinent strategy. 

Suggested design and delivery features of three sample approaches - none of which is costly - are offered for discussion and 
improvement. 


The Pell-Ready Grant Demonstration Program 


Over I in 3 Pell Grant recipients report they use their gnmt to support remedial education. Currently Pell rules allow grant 
funds to be used for up to 30 credit hours of remediation. The Pell-Ready Demonstration Program would provide new 
grants, no larger than $1,800, to academically underprepared students in a limited number of states. 'Ihe objective of this 
demonstration is to te.st whether it is possible to finance remediation in more cost-effective ways than currently occurs in 
the Peil Grant program. A suggested initial investment of $ 1 25 million in this demonstration program would serve i 25,000 
students, not including funds for evaluation. 

In this demonstration program, students could use the new Pell Ready Grant to purchase instruction, tutoring and support 
services before they enroll, thus helping them avoid remediation. Participating states would be chosen by the Department of 
Education through a competitive grant process. 

Eligible Students and Allowable Uses of Funds 

Eligible students would be lower income students on-track to receive a Pell Grant (family incomes below 250 percent of the 
poverty Ihie) but demonstrating deficiencies in college readine.ss skills.'^^ The majority of fund.s would be focused on low- 
income high school juniors who were on track at the end of their junior year to graduate. Tliese juniors would use a new Pell 
Ready Grant to pay for accelerated remedial instruction during their senior year of high .school. Twenty-five percent of funds 
set aside for lower-income adults that want to enroll in postsecondary education but lack college-ready skills. 

A small portion of the funds would finance a low-stakes, online assessment of college readiness. Students would use provider 
services to prepare for the readiness assessments. The assessments would be administered by an organization independent of 
the provider of choice. Students could retake the nece.ssary exams once every month for 18 months, not unlike a competency- 
based model. 


42 1ho dcfiniiion ol'iow-inconic .sludcni could be dclermincd through the Free or Reduced Lunch Program. Il could also be determined through the 
low-income designation lot students tracked by schools in the li-lcmentary and Searndary tiducation Act. 


Better fob 
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Grant money could also be used to pay for co-requisite remedial coursework on campuses that had adopted such a model. 

Eligible Providers 

Based on federally established criteria, the states woulddevelop a list of approved remediation providers. Approved providers 
would include community colleges, for-profit colleges, online course providers, and tutoring firms. Approved providers must 
have established agreements with a Title IV-eiigible institution that students who have passed the readiness assessment will 
be admitted info credit-bearing courses. 



43 DAMVAD. 2011. "’Ilie Taxiineicr .System: t-xcoitivc Siininiary.” DAMVAtt.conv Copenhagen, Ckrmaav, {>ttp://w\vw, danivad.com/iucdiii/3I738/ 
i,axametcT_-_exccuLivv_si,inimaiy,pc(f, 

44 As other governmcius around the world are experimenting with ways to structure perlormance contracts and new ihlixi-party payer-s to provide 
.social services, the Department of Labor in Massachusetts is experimenting with .social impact bonds by inve, sting $50 miliion to tackle two state 
prioritie.s; improving transitions tor juvenile oifeitdecs and reducing chronic homelessness. Related, Goldman .'lachs invested SlO million in .August 
2012 to improve recidivism outcomes in New Yorkt'ily. In a quote that demon.strale.s the parallelism with the .sinulUTal deficit faced in the Pell 
Grant piogriun. Jay Gonzales. Massachusetts secretary of administration and finance, says, "We have a new fiscal reality in government- We have to 
find iiiTKivalivc and new ways to get better re-suks at less cost. We don’t have a choice at this point.” (Rosenberg. T. “The Promise of Social Impact 
Bonds.” New York Times. June 20, 2012.) 
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A Performance-Based Payment System 

Students would use their grant dollars to purchase access to providers in tliree-month increments. Tliose who passed the 
competency-based remedial exams quickly could “roll over” half of the remaining dollars into a grant that could be used 
at Title IV-eligible institutions. The other half would be paid to the provider as a bonus for helping students over the finish 
line more quickly. The rollover feature would provide students with an incentive to choose providers who were low-cost or 
allowed for accelerated progress, or both. Providers would have an incentive to develop these kinds of programs to attract 
students. Students who transferred from one provider to another could take any remaining grant funds with them. 

Providers’ eligibility would be performance-ba.sed and updated semiannually. They would be held accountable on two levels: 
successful pass rates in the remedial programs themselves, and whether program graduates could pass through to college- 
level work at a Title IV-eligibie institution. Providers would be required to report regularly a variety of internal student 
success metrics; overall percentage of students who successfully passed, percentage who pas\sed in less than the allotted time, 
and percentage who failed to pass after paying for the full 18 months. Providers who failed to reach benchmarks would be 
removed from the approved list. These metrics would be made public to hfip inform prospective .students about tlieir options. 

Postsecondary institutions would report to the state on the proportion of students who were declared college-ready by a 
given provider and who successfully passed a college-level course. If completers from a particular provider consistently failed 
to complete a credit-bearing course, the provider would be barred from the approved list, thereby cutting off access to grant 
funds. Successful providers would maintain and expand their market share. 

Students who passed the college-level skills exams within the 18-month window would receive a certificate of completion 
endorsed by the stale and accepted by partnered institutions. 

Those who used the grant but failed to pass the required assessments within the 18-montli period would be eligible to pay 
for 15 credits of remediation with a traditional Pell Grant aid. Receipt of the Pell-Ready Grant would have no bearing on 
eligibility for any basic federal grant or federal student loans. 

States interested in reducing remedial costs could offer matching grants to students who successfully completed the program. 
The matching state grants would be redeemable for tuition at in-stale institutions. 


A Competency'Based Higher Education Demonstration Program 


Competency-based higher education delivery models have the potential to offer high-quality postsecondary education at 
a lower co.st to students and taxpayers, However, the current federal framework tor allocating linancial aid is based on the 
credit hour, a unit of measurement developed a century ago tor standardizing high school transcripts and determining 
taculty workload for pension purposes. The purpose of this demonstration program is to allow alternative financial aid 
allocation systems and test their cost-effectiveness. This demonstration program could he revenue neutral, not including 
funds for evaluation. 


i irtfK- V 


49 


Eligible Institutions 

Eligible institutions would not need to be currently Title IV eligible to participate. Rather, institutions in the Competency- 
Based Demonstration Program must agree to provide low-cost, high-quality programs leading to a credential that are 
transparent as to intended and actual student outcomes. 

Allowable Uses of Funds 

Tlie Competency-Based Higher Education Demonstration Program would encourage institutions or groups of institutions 
to develop modules for teaching specific knowledge and skills validated by scholarly and professional groups, wage and 
employment data, and other sources. Financial aid allocations would not be determined based on the demonstrations of 
competencies gained, rather than time-based credit hours attempted.^' Further, annual maximum grant awards in this 
Program would be set at a lower level to encourage acceleration and use of lower-cost instructional models that blend high- 
quality on-line instruction and assessment with facc-to-face teaching and student supports. 


A Performance Contract Demonstration Program 


The current financial aid regulatory framework is focused on compliance of individual institutions that receive financial aid. 
The burden.some nature of this framework is well documented.* Meanwhile, the size and scope of federal financial aid could 
be more optimally integrated into a comprehensive completion management strategy that puts .student success at the center 
of integrated academic, information technology, business, and student support services, The purpose of the Performance 
Contract Demonstration Program is to test and evaluate the co.st-etfecliveness of an alternative regulatory framework for 
federal financial aid. This demonstration program could be revenue neutral, not including funds for evaluation. Additional 
funds could be made available for a bonus scheme that rewarded entities that exceeded negotiated performance agreements. 

Eligible Entities 

The Performance Contract Demonstration Program would allow the Department of Education to enter into performance- 
based contracts with up to 10 states, public college systems and/or large universities or university consortia.'*^ In exchange 
for a commitment to graduate more Pell students in less time, the department would block-grant Pell fund.s— and potentially 
loans — to give participating entities maximum flexibility and financial incentives for meeting or exceeding contracted 
benchmarks, 


45 'Ihe U,S. Dcjjartnient of H Jitcalion has regtilatory authority to work wlili accrediting agencies to approve postsecondary programs that are ground- 
ed in conipcleiides and learning. For a more detailed discussion of this authority, see haitinen. A. 2012. "Cracking the Giedil Hour." New America 
Poundation; Waslilngtou, D.Cl !itlp;//newanierica.net/sitc.*i/iunvamerica.nct/filcs/ai'ticlcs/ 

46 .Advisor y Connnittce on Student I'inancial Assistance. 201.1, "Higher Education Regulations Study; Final Report." Atlvisory Committee on Student 
Financial Assistance; Washington, D.C. hup;//chronic!c,com/ltf:ms./bi7/pdt/HERS%20Fmal%20Report.pdf 

47 For reliable and robust measurement of effects, a minimum Pell Grant population should be determined as the basis for eligible institutions. 
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Allowable Uses of Funds 

Aggregatiiig individual Pell Grant awards into a single, multi-year performance contract with public systems or large 
instilulions represents a revenue-neutral source of new funds for innovative, completion-oriented policies and delivery 
models. Examples of innovation in aid design and delivery that can be tested voluntarily at scale with statewide systems and 
large, multi-campus systems or consortia include: 

• modifying definitions of ability to benefit, to reach deeper into nontraditional student populations; 

. varying the amounts of the awards, and allowing awards to be used for assessments of competencies, including 
prior learning or demonstrated knowledge attained through massive, open online courses; 

■ encouraging demand for and success in structured and/or accelerated programs; 

• distributing aid incrementally and at times during the academic period that reward completion of learning units or 
courses; 

• modifying financial aid packages when life circumstances change dramatically; 

• varying the selectivity within the Pell-eligible pool; and 

• creating diflerent or additional standards for financial need and/or academic progress. 

Eligible entities would receive a fixed amount for each year of the contracted performance period set at the level of the total 
amount of Pell aid received in the pritsr academic year, adjusted by the consumer price index and fixed for the contract 
period. Fines for not meeting contracted annual benchmarks would be levied. Bonuses would be explicitly written into 
each agreement, to be paid annnally for attainment of performance benchmarks such as: increasing the number of students 
enrolled from the bottom two quintiles of household incomes; exceeding the contracted momentum and completion 
benchmarks; and reducing the net price for the same bottom two quintiles in the overall population. 

Suggested Terms of a Multi-Year Performance Contract 

Each eligible entity would voluntarily enter into a performance agreement with the Department of Education to increase 
success for students from households with incomes in the bottom 40 percent of the national distribution, and graduate a 
predetermined, negotiated number of (hose students with undergraduate postsecondary credentials (including certificates, 
associate and bachelor’s degrees). 

Eligible entities would enter into five-year performance agreements with the Departinent In which they agreed to: 

• use the same, simplified federal need analysis and application process described herein so every^ student eligible for 
a Pell Grant receives some federal financial award; 

• maintain or increase the number of Pell Grant recipients enrolled over the term of the contract: 

• increase the number of low-income aid recipients graduating with the agreed-upon types and levels of credentials; 

• publicly report learning outcomes and evidence of learning (a normed assessment selected by the entity); 

• monitor and report progress annually for entering cohorts of aided students and compare against agreed-upon 
“on-track" benchmarks; 




51 


• participate in a federally sponsored evaluation in which data are open and accessible for public analysis; and 

• demonstrate financial integrity. 


Conclusion 


Tlie time for policymalcers to consider fundamental improvements to the federal financial aid program is now. Forty-nine 
percent of engaged voters believe the higher education system needs major changes or a complete overhaul. When presented 
with arguments for and against providing financial aid based on completion, 73 percent of engaged voters believed this was 
a good idea.''* At the same time, statutory provisions that provide important benefits to borrowers and taxpayers will expire 
shortly. Most of the program authorities provided by the Higher Education Act expire within two years. Policymakers must 
not let this opportunity pass. 

Knowledge about how financial aid works and how it affects higher education outcomes is imperfect, and the system as it 
currently stands has largely evolved based on politics, ideology and available budgets rather than evidence. The solutions 
outlined herein will work given the imperfect information available today, and they can be improved as the sy.stem is better 
understood. For that advance to occur, improvements in descriptive data collection about aid recipients and their results 
are crucial, as well as expanded experimentation to increase the knowledge base that policymakers can draw upon in future 
reforms, 


4H Hart Research Associates, 20! 3 
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Appendix A 


Tables for Reform Options 


• Table I; Peil Grant Options, Default Take-up 

• Table 2: Pei! Grant Options, Full Take-up 

• Notes regarding Revenue and Distribution of Pell Grant Options 

• Table 3; Distribution of Current Law Pell Grant and Alternative Proposals by Size of Adjusted Gross Income, Tax 
Year 2015: Assuming Baseline Takc-up Behavioral Responses, All Undergraduate Students 

• Table 4: Distribution of Current Law Pell Grant and Alternative Proposals by Size of Adjusted Gross Income, Tax 
Year 2013; Assuming 100% Student Take-up for Alternative Proposals, All Undergraduate Students 

• Table 5; Cost Estimates for Higher Education Loan Reform.s (in $ Billions) 

• Table 6; Education Tax Options 

• Table 7; Distribution of Pell Grant and Education Tax Incentives by Size of Adjusted Gross Income, Tax Year 2013 
Current Law: All Students 

• Table 8; Distribution of Pell Grant and Education Tax Incentives by Size of Adjusted Gross Income, Tax Year 2013 
Current Law: All Students with Both Pell Grant and AOTC 

• Table 9; Shared Responsibility: Numbers of Students, Institutions and Cost of Pell Grants in Institutions lliat 
Scored in Bottom Decile of 2 out of 3 Categories 

• Table 9A: Cutoffs Ranges for Calculations 

• Tabic 9B: Alternative Shared Responsibility Measure; Number of Institutions and Cost of Pell Awards in 
Institutions, by Number of Credentials Awarded Per Full-Time Equivalent Student 

• Table 10; Pei! Expenditures at Block Pell Grant Pilot Institutions (illustrative examples) 

» Table 11: Pell Ready Grant Program 
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Appendix B 


Obstacles to a More Effective, Sustainable Student Aid System 


Over the last 30 years. Congress has created a patchwork quilt of federal grant, loan, and tax benefit policies, llie Technical 
Panel’s financial aid program and higher education policy expertise contributed to this synopsis of perceived obstacles in the 
current student aid system. Specilictilly. four overarching obstacles hinder the efficiency and long-term sustainability of the 
aid programs, as well as make it difficult to improve outcomes among aid recipients. 


1 . Despite recent improvements, the design and delivery of federal aid contimies to be too complex for students. 

• Complexity in the loan program harms affordability in repayment and inefficiently targets scare subsidy. 

• TIte way financial aid is allocated is not keeping up with rapid transformation in the college student 
population and disruption in higher education deiiveryd This disruption is needed to help find ways to 
reduce the cost of delivering a postsecondary credential and the prices students face as well as maintain the 
value of financial aid invested. 

2. Federal policymaking dcnKnistratcs a lack of long-term thinking and exfherent planning. 

3. Federal policy lags behind what research says are promising ways to more effLXtively scTV’t’ students. 

• Inadequate information for sStudents, families ajid those who advise students about how much college costs 
and student outcomc.s, Research shows the value of a “best college match" between student and insStitutiou 
to completing a credential.^ 

• 'Ihe federal definition of “satisfactor)’ academic progress” does not align with the rcvsearch showing the 
value of continuous enrollment intensity, which increases the likelihood a student completes a certificate 
or degree, and completes on-time.’ 

• The federal government inadequately engages slates, systems and colleges as partners in our collective 
completion challenge. 


Each of these obstacles is examined in further detail. 


1 l.„;iitii?ca, A. 2{)\2.Cnickifig the Credit Hour. New America Koiindation; Washington. D.C. 

2 Bowen. W., M. Ohignos. & M. VicPhcison. 2009. *‘ 1 jo.ssing Oie t‘ini.slnng Line: Completing CoUcgc at .America’s Public tinivcrsitics .” Princeton 
liniversity Pres.s: Princeton, N..i. 

Adclman, C. 2006, ‘The Tooibox Revisited; Palh.s to Degree Completion From High School Through C'ollcgo." ITS. Department of Education; 
\Va.shingion. D.C. 
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Complexity in the loan programs harm affordability in repayment and inefficiently target subsidy 

Differing program structures add to aid complexity and likely confuse students and their parents, which can contribute to the 
matching errors affecting college completion. For example, the availability of Federal Supplemental Educational Opportunity 
Grants (FSEOG) depends on the institution attended by the financial aid applicant, Unlike Pell Grants, FSEOG awards are 
not portable. Ihe statutory formula that allocates FSEOG funds among colleges and universities embeds a basic horizontal 
inequity in the program."' Institutions well sen’ed by the formula can provide their low-income students with more grant 
funds than like students at other institutions. 

Historically, the federal student loan program was characterized by many private lenders aggressively competing for student 
borrowers. As a result, by the time they completed their schooling, many borrowers had loans held by various lenders. 
Congress’ continued propensity to change terms and conditions frequently, especially with regard to borrower interest rates, 
has done little to help reduce complexity. 1he same could be said about the department’s regulatory activities in recent 
years. The inconsistent way of reporting costs and aid packages has also added to the complexity, with students often not 
distinguishing between loans and grants and instead focusing on Ihe oul-of-pocket costs. 

Tlie program complexity and resulting borrower confusion are not conducive to the efficient operation of the loan program. 
More important, however, failure to repay is an awful outcome for the student borrower. For all practicable purposes, federal 
student loans are not dischargeable in bankruptcy. While perhaps harsh, it might not be unreasonable given that federal 
student loans have no underwriting standards and thus the price of the loan charged to the borrower does not reflect any 
risk of nonpayment. Con.sequentiy, the federal government will pursue collection from a defaulted borrower through wage 
garnishment, offsetting income tax refunds and attaching other federal benefits. And the department will not cease those 
efforts until the defaulted loan is paid in full’ Thus, students should have a more thorough understanding of debt and the 
couvsequences of default when they assume student loans. 

Throughout the evolution of the federal student loan program, policymakers have never settled on how broad its benefits 
should be. At various times beginning in 1966, the program provided the same interest benefits to all of its borrowers, and 
at other limes borrowers received different level.? of benefits. Finally, in 1992 they decided it was both: SlalTord loans with 
in-school interest .subsidies for needy borrowers, and Stafford loan.s lacking such Interest subsidie,s for all borrowers.'^ In 
practice, the term “subsidized” has been understood to refer to Stafford loan.s wherein the government pays the interest due 
while the borrower is in .school. So there are two loan.s — not distinctly branded — that are identical in terms and condition,? 
save for borrowing limits and who pay.s the interest due while the borrower is a .student. Stafford loan limits are doilar'ba.sed. 
There i.s no time limit — students may borrow for an unlimited number of years. Students enrolled at least half-time, even if 
they are not currently borrowing, are not required to pay the interest due on their SlalTord loans. 

Two additional loan programs for parents of undergraduate .students and graduate and first professional students, PLUS and 
Grad PLUS re.spectively, allow parent.? of undergraduates and graduate students tbem.selves to borrow annually up to the full 
cost of attendance at institution.?. Borrowers in both programs are themselves responsible for all interest that accrues on their 


4 Higher tdvicahon Act of 1965, as amended, Title IV. Pari A, Subpart ?; 20 U.S.C. 1070b to 1070l>-4. 

5 US. Department of Kdiicatinn. R'dcrai SUulent Aid. 2012-1.? Federal Student Aid Handbook Vol. 6 Ch. 3. 

6 Higher Fducaiion Amendmeiu.< of 1992, (P.L. 102-525), 
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loans. However, there is no absolute (dollar-based) annual limit, nor is there an aggregate (lifetime) limit for borrowers." 
Ibere is no limit to the number of years they can borrow as wdl.* Such program feature,s do not encourage timely degree 
completion and may even encourage growth in tuition prices. Furthermore, they can reduce the value of a degree to the 
extent that students are able, and perhaps encouraged, to overpay for their education.s. For parent borrowers, they can reduce 
the value of the credential for lirst-generation/low-income students to the extent that a family overpays and over-borrows to 
finance a students education, or that institutions charge higher prices than they otherwise could. 

The Inteinal Revenue Code provides additional benefits to federal student loan borrowers. Within certain income limits, 
interest paid on college education loans is a deductible expense for individual taxpayers. Though not as generous as the 
tax credits provided for college tuition payments, this deduction is nonetheless regressive in nature, as it tends to benefit 
disproportionately higher-income taxpayers. According to the Joint Committee on Taxation, taxpayers with incomes above 
$75,000 receive between 47 and 53 percent of the total amount of the benefit, depending on which benefit is claimed.'^ 


Programs currently allow for unlimited forgiveness on all federal student loans (except Parent PLUS) through the Income- 
Based Repayment (iBR) plan. There is no doubt that IBRcan be a very helpful tool for borrowers managing their student loan 
debt and ensuring their financial resources are not overwhelmed by required debt service. Yet IBR. if not designed properly, 
can weaken the incentive borrowers normally face to borrow and spend prudently. It can also disrupt optimal enrollment 
patterns because it may strengthen the incentives that institutions already face, including consumer price sensitivities and 
value calculations, to raise tuitions and thus prolong enrollment times.'® 

The way financial aid is allocated is not keeping up with rapid transformation and disruption in higher 
education delivery. 

Federal, state and institutional aid programs are designed for a traditional-age student at a brick-and-mortar campus. 
At no level does student aid support an unbundled (less than a course worth of learning), course-by-course or portfolio 
approach to postsecondary learning," Currently, federal student aid can be used for eligible educational pro^rfltws. Part of 
the determination is ba.sed on ci'edit hours. Ihis “seat time*’ credit hour, a measure of lime spent in class, is not an adequate 
measure of student learni ng. Innovative and potentially lower-cost delivery models such as competency-based or modular 
programs are difficult to quantify under the credit hour mea.sure. 

The Kentucky Community and Technical College System, for instance, launched Its Learn on Demand (LoD) initiative after 
the most recent reauthorization of the Higher Oducation Act in 2008. LoD is an innovative, accelerated and less expensive 
statewide associate degree program that allows adults to work at their own pace and demonstrate mastery of knowledge 
as the measure of progress in their degree program. Unfortunately, LoD is constrained in it.s growth and in serving more 
nontraditional students because federal regulations require a college to set specific definitions such as academic year, term, 


7 Originally. Congress placed bonwing limits on the PI.US loans. Ihcsc limits were reinowd in HigherEducation AmcncimeiUsof 1992. (P.L. 102- 
32r0. 

8 U.S, Department of Education, Federal Student Aid. 2012-13 Federal Student Aid Handbwrk. Vol. Ch, 5. 

9 Joint <,!oinmiUoi' urt 'I'axaLion. January 17, 2012. Estimates of Federal Tax E,xpciuiitur(.*,s for Fiscal Years 2011-2015. (iovernment Printing Oflice 
JCS-l-12. p. 52, (Distribution Ka.sed on 2010 rates and IncomtT.evels) 

10 Kelly, A, Dec, 2012. "A Student Debt t'lU'e Wihnc Than Ibc Di.sca.se.*' The .American . American EiUerpri.se Insiitute: Washington. D.C. 

1 1 l.aitinen, A, 2012. 34 CI'R 600.2 wid .34 CFR 602,24 and 34 CRF 66.8http://ifap.ed.gov/JpcleUci's/allaohinenls/<iliNl 106.pdf 
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payment periods and enrollment status consistent with federal guidelines when determining how to disburse federal aid to 
their students. Competencies gained are then assigned credit hours, so students can receive federal aid, 

While regulations have been tweaked in recent years to better accommodate competency-based and modular programs that 
are often provided online through distance education programs, these aid programs are not currently designed for students 
to take full advantage of new instructional models. Thus, while a few innovators go through the administrative process at 
the institution to quantify learning in terms of credit hours and justify earned aid to the Department of Education, most 
institutions can cite the complex and labor-intensive process of quantit^ng learning in terms of traditional constructs as an 
impediment to trying innovative programs. 

Recent federal financial aid policy debates and funding approaches demonstrate a lack of long-term 
thinking and coherent planning. 

Over sixty years, policymakers have layered new grant, loan, repayment programs with each subsequent reauthorization, 
budget reconciliation and even emergency spending hills. With each modification, made to sati,s'fy a particular need or 
interest group, subsidy and policy work at cross purposes, resulting in sub-optima! outcomes for students and taxptayers. 
Further, federal student aid programs have fallen victim to the same policymaking approach that now plagues most federal 
tax and spending policies; lack of a coherent plan or framework to ensure long-term financial stability. As a re.sult, annual 
funding for the Pell Grant program is now provided through not one but three budget streams. Worse, one-fifth of that 
funding expires each year, creating a “funding clifl ’' that Congress has addressed with emergency funding, knee- jerk changes 
to eligibility rules, and redirected resources through elimination of other aid programs. Policymakers must contemplate 
major reductions to program funding, or find an additional $32 billion between 2014 and 2023. 

This dysfunctiontil dynamic affects federal student loan programs as well. Policymakers .spent three months in 2012 debating 
the merits of providing lower interest rates on a subset of loans that may make up a portion of an undergraduates loans, but 
only for one year.^’’ The issue arose because in 2007 Congress enacted a series of temporary borrower interest rate reductions 
on these loans.” 'fhe reductions were too expensive to make permanent, .so that policy expired in 2012. Under a one-year 
extension of that policy enacted i.n 2012, at a cost to taxpayers of $6 billion, the maximum savings to any one borrower is 
about $9 a month, This policy expires again in July 2013. 

Add to this patchwork of student loan policy and expiring provisions a new, more-generous Income-Based Repayment (IBR) 
plan that tookelTectin 2012.“'’ If borrowers pay based on a small share of their income under IBR (not more than 10 percent), 
how much do interest rates matter, and for whom do they mailer? What interest rates do borrowers really pay when they use 
IBR? These are all complicated questions that few policymakers or stakeholders have thought to ask. But ansu^ering those 
questions is the key to better policy. 


12 Based on calculalion.s by Jason Oeli,sIc, New Aineric.n I'oiviulalion. 

1.3 Min-iiig .^hcad ibr Progress in ihc 21’' Century .Act oi’2012. P.L 112-1-11. 

14 College Cost Reduction and Acce.ss Act of 2007. P.L. 110-84 

15 Moving Ahead for Progress in the 21" Century Act of 2012. P.L 112-141. Based on calculations by Ja.son Delisle, New America Poundalion. 

16 U!S, Dep-iriment of Higiier }'duc.atic>n.Oirice of Pcdcral .Student Aid. httj>;.^/.studentaii:I.ecigov/repay-ioans/iuKlorst.and/jdiiiis/[>ay-as-yoi!-carn. 
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No discussion of this incongruous and temporary federal aid policy would be complete absent a mention of income tax 
benefits. Students and families can qualify for one of several tax benefits to offset the co.st of college tuition. In recent years, 
tiiosc benefits have become vastly more generoits. Tlie American Opportunity Tax Credit expanded an existing S5 billion tax 
credit to provide nearly S14 billion in benefits annually.’' Due to its expense, this program was originally set to expire after 
2010, hut lawmakers extended it through 2012.’* Then, in December 2012, Congre.s,s extended the AOTC till 2017 in the 
American Taxpayer Relief Act of 2012, at a cost of $67 billion.” This policy, tlien, w'ould continue to compete for resources 
with the other federal student aid programs. 

Federal policy lags what recent research says are promising ways to more effectively serve students. 

Recent research on the effects of financial aid on student outcomes identify some ways that the design and delivery of current 
federal financial aid policy lag emerging evidence. 

The role of simplification in promoting access and affordability 

No barrier is perhaps as well substantiated by research as the nile that simplifying the application process could play in 
promoting access, affordability and completion.^ Needy studentvS who never apply for federal financial aid lack foundational 
resources to enroll, and preferably enroll full-time, in college. 

'Ihe federal need analysis formula creates application barriers and hinders otherwise eligible students from receiving aid. 
fhe Free Application for Federal Student Aid (FAFSA) is complex, though perhaps unintentionally so. Prior to the 1986 
Amendnjents to the I ligher Education Act (HEA), Congress .specified the broad outline of the need analysis formula, and 
the department — via regulation— established the detailed methodology and parameters. In 1986, however, Congres.s took 
complete responsibility for need analysis policy as well as the formula details.*’ Family and applicant income—both taxable 
and uiuaxed—as well as liquid and non-liquid assets were explicitly defined in the statute, along with the various offsets that 
shielded portions of income and assets from consideration in the formula. 'Ihe statute also defined the composition and 
members of the applicant’s household. Congress also provided for a “simplified need test” using a reduced set of income and 
househoki information lor applicants who met certain income and federal income lax filing requirements. 

In response to widespread concern about the actual and pos.sible proliferation of need analysis application forms and the 
associated fainily/student burden in filing multiple forms, Congres.s mandated in the 1992 HEA Amendments a single 


17 'Ihis refers to the expansion of the Hope.' t^rcdil to the American Opporiuniiy t-'Jucation Tax Credit under the American Recovery and Reinvest- 
ment Act of 2009 PI. 111-.';, 

18 Tax Relief, Unemployn^cnt In.surraiue Reautliorkation and Job Creation Act of 2019. P.1,. 111-512. 

19 American Taxpayer Relief Act of 2012. PL 1 12-240. Calculations rejjarding Uie Hope and American Opportitnity Tax Credit' by Jason Delislc, 
Adviisory Panel member and Director oi' the Edncaiion Budget Project at New America Foundation. 

20 Dynarksi, 8, am! .ScuU-Ciaylon, J, 2007, College (irants on a Postcard; A Proposal for .Simple asid Predictable leJeral Student Aid. Bnjokings 
Institution; Washington. D.C, Bcttinger, li. 2012. “Financial Aid: A Blunt Instrument for Inci'casing Degree Attainment" in Getting to Graduation . 
Edited b)’ Kelly, A. and Schneider, M. (John.s Hopkins University Press: Bahunorc. MO. pp, 157-17.ntCollege Board, 2008, "Tiiihlling the Coin- 
rnitjneiit; Rccommcndation.s lor Reforming Federal Student Aid: Ihe Rejmrt from the Rethinking .Student Aid Study Group’'. Bellinger, E,. Long, 
B., Orcopouios, P, & Sanbonmatsii, L. 2012, ‘“ihe role of simplification and information in colic^ decisions; Results from the HStR Block PASPA 
experiment “{Working’ Paper Sa 15361 ). National Bureau of Economic Research. 

2! 'ihe Higher Education Amendments of 1986 tP.L. 99-498) 




74 


methodology as well as a single, no-charge application fonn (FAFSA) for determining Title IV eligibility. Congress also 
authorized the department .secretary to include a limited number of data elements to serve as an incentive for slates and 
institutions to use the FAFSA and federal methodology for awarding their own aid." 

Owing to a lederal need analysis formula specified in statute, prior — and largely unsuccessful— efforts to simplity the 
financial aid application process have taken a “form follows formula” approach. Tltat is. the financial aid application form can 
be simplified, but only if the federal formula is modified, which, of course, requires congressional action. 

Three years ago, the department took a different tack: Approach aid simplification from the user’s perspective by leveraging 
available technology. Tire department, and in particular Federal Student Aid, has greatly improved the electronic products — 
most notably FAFSA on the Web — with improved sldp logic and response times. Current estimates are that at least 98 percent 
of all FAFSAs are submitted electronically." What is not known is the number of students, and prospective students, who 
would otherwise be eligible for aid but who do not apply. To be sure, there is evidence that this number is in decline. After ail, 
the number of FAFSAs processed by FSA each year is approaching the total postsecondary enrollment." 

As of 2010 certain online applicants for federal student aid could retrieve information needed to establish student aid 
program eligibility from Internal Revenue Service income tax files. Not all FAFSA filers can utilize this feature because of the 
mismatched timing of filing individual income tax returns and applying for financial aid. But for the 24 percent of applicants 
who can use it. required verification of FAFSA applicant information is greatly simplified." Better coordination between the 
timing of aid application and income tax filing would allow many more aid applicants and their families to take advantage 
of this simplification feature. 

The role of better consumer information in guiding a “best college match" 

Tlte choice of institution can have a significant effect on student success, over and above students’ academic and socioeconomic 
background. For instance, in Bowen. Chingos and McPherson’s analysis of six-year graduation rates from 21 public flagship 
universities and four statewide systems, the authors argue that “broadly speaking, education attainment suffers, and students 
(and higher education in general) arc harmed, whenever two types of sorting errors occur: (a) students are “overmatched” 
by enrolling in programs for which they are not qualified or (b) students are “undermatched” by failing to attend colleges 
and universities at which they will be appropriately challenged." Undermatching primarily occurs during the admissions 
process, which is linked to the financial aid process.-^ 


2Z The Higher Hilucation Amendmenrs of 1S>92 (I’l.. 102-325) 

23 U..S, Dcpanmcnl ofHducaUon. 2012. Why Complete a i-ASFA. I-cdcrai Student Aid. hlt{i;/./stiidenuid.et!.gov/.sites/dcfaiilt/filc,s/2012-13-coniplcl- 
ing-the-l'arsH.pJf 

24 2012 Federal Stutlent Aid (.'(.infcrcna* Presentations. Scs.sion 26: FASFA & Application Proccs.sing fipdale, [Pt)werP<)int Prcscnlation]. (November 
2012) Parkinson, S, 8r .Sears. J. US. Department of Education. 

25 U.S, Department olTdiicaiion. 201 1. Federal Student Aid Application: Facts and Figiircjc US. Department of Iklncation; Washington, D.C. 

2ft Rowen. W., M. Chignos. 8f M. McPherson. 2009. 

27 Ro.searchcj'S have also h’und that an approach to learning that holds incoming students to high standards while providing them with svipport ser- 
vices— both academic and social— and supportive enviTonmcnt.s leads to improved outcomes, including higher completion rates. 
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The federal financial aid system does not exert adequate consumer protection by providing information to prospective 
students and their families or by protecting them from investing their aid dollars in loAV-qualily institutions. .Such information 
can assist students and their families to think about the range of available postsecondary options in terms of what are the 
likely financial and personal returns on their prospective college investment. 

To start, students applying for college and financial aid do not always have clear information about whether the colleges 
they are considering have a track record of graduating students on time, and low-income students have little clue which 
campuses serve needy students best. While the U.S. Department of Education has begun providing institution-specific six- 
year graduation rates to federal financial aid applicants, institutional eligibility to participate in the Title IV programs still 
does not provide sufficient consumer information and protection to help students and families make good college choices."** 

To be sure, the regulations are full of required disclosures, notifications, reporting and the like. But there is no focused 
determination of what prospective students and their parents need to know. These “consumerism” requirements have 
essentially become a set of check-ofl boxe.s for the department to determine institutional eligibility, rather than a proactive 
tool with which regulators can help inform consumer choice and aid in consumer and taxpayer protection. Instead of 
conducting research and a thorough ex post facto review of their efficacy and utility, policymakers have simply layered 
one required disclosure on lop of another, leading to a product of little use to the average consumer. Simple performance 
metrics and thresholds, tied to institutional eligibility for federal financial aid, could be a much more powerful way to protect 
students, particularly first-generation college students. W'hiie providing the comparative information they need to make a 
“best college match.” 

The role of targeting aid in improving student outcomes 

A recent ineta analy.sis. conducted by Drs. Doug Harris and Sara Goldrick-Rab, summarises findings of financial aid 
experiments in the United States and Canada. Similar findings emerge about the relationships between how financial aid i,s 
targeted and .student outcomes; 

• Aid often docs help improve student outcomes. 

► Effects can be small if the aid is not targeted. 

• Some groups respond (positively) more than others: 

• low-income students (e.g. Pell-eligible); 

• lowest-incorae students within low-income groups (e.g., the lowest-income Pell students); 

» students without strong academic backgrounds (though not necessarily the weakest); 

• older students (e.g., 25 years and older); and 

• women (a consistent finding, but probably not relevant for policy).’^ 


28 34 (T'R 668.41-, 48; (kdit’gc Navi jjaioi' , Net Price (Calculators required by the 2008 HbOA and the inslilutional performance measures sent to 
students from ihe Ofiice of federal Student Aid only after choo.<iuig to send their tinaadal information to an institution are examples of current 
c<in.siu«cr inlbrmalion j^rovided or required by the federal goveritmeat. 

29 H.inis, D.N, & Goldrick-Rab. S, 2012. 
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Studies Finding Behavioral Effects of Student Financial Aid by Subgroup and Treatment Type 
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Reprinh'iifrom Hfirris, D.N. & Goldrkk-Rab, S. 2012. Improving the Pro<hi£livityofBiliu-aliott nxpi’rhiieiil.i: ii;ssfJHs/»'c);n a Randomized Study of Need- 
Basc-d Hnuncial Aid. £fJuc«</oii Finance and Pctlicy. p. J4J-Je>9, 'Study listed as 0.5 bemise authors felt the study H'fU dated md occurred in a higher 
education system with significantly different conditions. 

Some studies show early evidence that there are better results when the aid is provided as an incentive to help the student 
progress toward a degree, such as taking more courses or participating in support services. Most of the experiments structured 
with those elements have found positive results.^ 


30 Johnson, N. & Yanagtura, T 2012, ‘‘Hviihution oflntlianas Financial Aid Programs and Ptilicics." HCM Strategists. HCM Strategists: Washington, 
D,C. Observed from sUulics such as; R.A. Malalesl and Associates, Ud. 2009. "FINAL Impacts Report; F'oundations for Succes.s Project.'' Toronto; 
Canada Millenium Scholarship Foundalion. Patel, R. & Richburg-Hayes. L. 2012, Performance-Based Scholarships; Emerging Findings from a 
Nvilional Demonstration. MDRC. hUp:;7wsvw.m<jrc,org/'silcs/defauit/lik's/policybricf_4i.pdf. Scott- Clayton. J. 2011. "On Money and Motivation; 
A Quasi-experimenta! Analysi.s of Financial Incentives forC'olIege .Achievement." 'Ihe Journal of Flunum Re.sources. Vol. 46 no, 3. University of 
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A major, statewide experiment under way in Wisconsin, on the other hand, has found that simply adding dollars to low- 
income students’ aid packages with minimal communication, targeting or strings attached has little significant effect on 
student outcomes for recipients'^ However, the same study is finding improvements for the most at-risk students and students 
at the least selective four-year institutions (who are often the same students). Thus, there is some evidence that additional 
funds could benefit the neediest students. 

The role of intensity of enrollment in completion 

Research has shown that a student’.s attendance pattern is highly correlated with the likelihood he or she will attain a credential. 
Ihe recent research conducted by the Community College Research Center contributes multiple studies on the role of credit 
accumulation and the allainmenl of certain credit “milestones” in predicting college completion.-’^ ClilT Adelman’s earlier 
longitudiiiid transcript study on the factors affecting college completion found continuous enrollment was one of tire strongest 
predictors of allainmenl, increasing the likelihood of degree completion by 43 percent.-'" This research ha,s informed the 
development of performance metrics used to guide program and institutional improvement in top-performing community 
colleges, in performance funding systems for public colleges in Indiana, Ohio, Tennessee and Washington, and in a common 
set of metrics 32 states voluntarily collect through participation in the Complete College America Alliance of States. 


This i.s not to say the lederal government has historically ignored student progres.s. But the program characteristics intended 
to address .such goals and concerns have been indirect until recently. In 2012, Congress reduced the lifetime limit for Pell 
from 18 to 12 semesters (or equivalent).’'' 

With respect to determining a student’s enrollment intensit)'; regulations governing Title IV defer to institutional policy, but 
with one overarching standard: A student must be enrolled for a minimum of 12 credit hours (or equivalent) to be eligible 
for a financial aid award available to full-time students. Assuming a 120-credit standard for a bachelor’s degree, federal 
policy does not provide an incentive for students to complete a bachelor’s program within four years. At 12 credit hours per 
semester, it would take a student five years, assuming all classes were passed. While the lederal standard is derived from the 
statutory definition of an academic year, it nonetheless provides no incentive for students to complete their program of study 
promptly - or for colleges to minimize credit creep in programs, offer core courses when needed, or put structured degree 
pathways in place. 

More recent research has examined the effect of using financial aid to create incentives for students to accumulate credits and 
strive for higher grade point averages (GPAs). The results provide early lessons that policymakers might consider to enhance 
individual students’ academic progression. In the small number of randomized financial aid experiments findings have 
generally confirmed that financial aid can improve student success, especially if it is appropriately used. Several controlled 
experiments with “performance-ba.sed scholarships” have found that additional aid, presented as an incentive for course 


Wisconsin Pre.ss. 

M Harris, D.N. & Gokirick-Rab. S. 2012. 

.^2 Bailey, T, jeong, D.W.. & Clio. S.W, (2010). “Student progression through deveU^inental sequences in coniniuiiity college," 45, ('onnnunity Gol- 
!ege Research CJciUer; tioluinhia University, jenkins, U. 8f Cho. S. (2012). “Grt with the Pn>gramt Accderalifjg Gommunily College .Studenls' Entry 
into and ('omplelion of Programs of .Suidy.” 52, Community College Research Center: Cokiinbia Universily. 

55 Adchnan. C. 2006. 

34 Budgcl Control Acl of2nil. (PL. 112-25). 
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completion, increases the progression rates of low-income students.^^ A significant Canadian study of aid at two-year 
technical and community colleges found improvements in outcomes when additional aid was given io randomly selected 
students in connection with enhanced advising and student services (compared with students who got nothing, or just the 
additional services). 

The federal government inadequately engages states, systems and colleges in our collective 
completion challenge. 

Tlie federal effort to work cooperatively with states and institutions to address common policy objectives has been superficial 
at best. Tire Higher Education Act authorizes the education secretary to include data elements on the FAFSA that are not 
needed to determine eligibility for federal aid but that states and institutions would find helpful for allocating their own 
resources. Regrettably, this essentially is the extent of federal-state cooperation with regard to coordinaling common policy 
goals. 

"Ihough federal student aid is critically important in accelerating desired outcomes for higher education, states and institutions 
must engage as well. State and local government spending on higher education still far exceeds the federal contribution. In 
addition to some $9,9 billion in grant aid to students, state and local governments spend more almost $70 billion each year 
in directed appropriations to institutions that help keep tuition costs well below the actual cost of instruction.^^ 

In recent years Congress has eliminated funding for a long-standing federal-state partnership— the Leveraging Educational 
Assistance Partnership program {LEAP}— on the grounds that the program achieved its objective to establish in each state 
a publicly funded, need-based grant program.^ However, a similar matching program tire College Access Challenge Grant 
program continues to be funded with a maintenance of effort provision aiming of increase the number of low-income 
students entering college.^'’ All that remains to align and incent investment in need-based aid at the state and institutional 
levels is the blunt maintenance of effort definition, which requires a state to financially support higher education in an 
amount equal to or greater than the average amount provided over the past five fiscal years for both (a) public colleges and 
universities (excluding capital expenses and research and development costs) and (b) private higher education (as measured 
by financial aid for students attending private colleges). '" Given that a Pell Grant can not be expected to cover the full cost 
of postsecondary education, new approaches to strengthening the federal/state/institutional partnership need be tested and 
evaluated. 


35 Patel, R. Sf Richbiirg-Mayt:.s. 2012. Scott- ClayK'n, ). 201 j. 

36 R.A. Malalest and Associates, I.td, 2009. FINAL Impacts Report; Foundations for Success Project, Ibronto: t^anada ,\iiilenium Scholarship F'otin- 
dation. 

.37 College Board. 2012. “Trends in Student Aid 2012.” College Board; New York, NY. State Higher Education Executive OfTtcers. 2012. “.State Higher 
Kducalion Finance FY 201 i .SHKFO: Boulder, CO. 

38 Otlicc of Management and the Budget. 2010. The President’s Budget tor FY 2011. 

.39 20 US.C Section 1141 

40 U.S. ncparunenl of Education. April 13. 2012. College Accew Challenge Grants Maintenance of Effort; Technical A.s.sistance Webinar. 
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[The report, “Doing Better for More Students,” may be accessed 
at the following Internet address:] 

http: / / hcmstrategists.com / wp-content / themes / hcmstrategists / docs / Technical_report_fnl.pdf 


Chairman Kline. Thank you. 

Dr. Baum? 

STATEMENT OF DR. SANDY BAUM, RESEARCH PROFESSOR OF 

EDUCATION POLICY, GEORGE WASHINGTON UNIVERSITY, 

SENIOR FELLOW, URBAN INSTITUTE 

Ms. Baum. Thank you. 

Chairman Kline, Mr. Hinojosa, members of the committee, I am 
very pleased to have an opportunity to speak with you today about 
simplifying the student aid system. I am a research professor at 
the George Washington University Graduate School of Education 
and a senior fellow at the Urban Institute, but the comments that 
I am making today reflect my own opinions and are not the opin- 
ions of the organizations with which I am affiliated. 

I could talk all day about student loans but I am going to focus 
on simplifying the federal grant system, and in particular, the Pell 
Grant program. I agree with everything that Kristin said — almost. 

But I really want to focus on the Pell Grant program because the 
Pell Grant program is the bedrock of the federal student aid sys- 
tem. For 40 years it has transformed the lives of many students 
and it can continue to do so. It can do better over the next 40 years 
if we simplify it, if we make it more transparent, if we make it 
more predictable for students, and if instead of just handing stu- 
dents money we make sure that it involves the right incentives and 
the right supports for students and the institutions in which they 
enroll to achieve their goals. 

So what we need to do is we need to think carefully about how 
to reform the program using the principles of simplification, and 
predictability, and appropriate incentives. So we should simplify 
the application process so students don’t have to provide informa- 
tion not available from the IRS. We should determine eligibility 
once, before students begin their studies, so that they don’t have 
to reapply every year. 

We should simplify the formula with a simple lookup table that 
applies to most students. We should simplify the way enrollment 
is linked to the amount — enrollment intensity, the amount of 
courses you take and credits for which you enroll is linked to the 
amount of money you get. 

We should think about the standards for academic progress more 
carefully and we should consolidate federal aid programs. 

So as background, I know everyone is worried about how much 
the Pell Grant program spends. Pell Grant spending doubled very 
quickly over a few years and the number of recipients also in- 
creased dramatically. 

But it is important to note that 2010-2011 was a peak; it is not 
that we were on a trajectory. The recovery in the economy and 
some of the changes that Congress made, made spending fall, made 
the number of recipients fall. We can argue about whether that is 
good or bad, but it is not that it is going to keep doubling. 
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So let me talk a little bit about some specific proposals for re- 
forming the Pell Grant program. And one important thing is that 
these are based on the ideas of how students and how human 
beings behave. We know a lot from behavioral economics about how 
people respond to information and opportunities, and in particular, 
we know that they respond to complexity by just withdrawing from 
making decisions and taking the path of least resistance. 

For young people growing up in middle-and upper-income fami- 
lies the path of least resistance is going straight to college. But for 
people growing up in low-income households, it is not; it is going 
to the workforce. 

So we need to simplify the system so that we make the path of 
least resistance going to college and knowing that you will be able 
to afford it. 

We can make the application process simple by saying, “We al- 
ready know your information either through the IRS or through 
needs-based programs that you are available for.” This would save 
the difficulty of verifying the information that people put on their 
FAFSA. 

We can simplify by saying you apply once. For juniors in high 
school, we could calculate their Pell eligibility and tell them about 
it. This would make not going to college and not taking a Pell 
Grant a loss, and people respond more strongly to losses than they 
do to being given certain amounts of money. 

One very important issue is how we allocate the amount of Pell 
Grant funds that students have to pay for their courses. Right now, 
if you are enrolled for 12 credit hours you get the maximum Pell 
Grant if you have maximum need, and if you want to enroll for 15, 
we won’t give you any more money, whether you do it over the 
summer or in the following semester. 

This means that students enroll for 12 credit hours and they 
take five years to get a bachelor’s degree or longer than two years 
to get to an associate degree. We don’t understand why students 
don’t complete on time. This would help them to complete if we 
would give them additional funding when they enroll for the num- 
ber of courses that they need in order to complete. 

Satisfactory academic progress is designed to make sure that stu- 
dents progress towards their goals, but right now if you don’t meet 
the standards at one school you can go across the street to another 
school and get a new Pell Grant. That doesn’t help students who 
borrow money who spend their time going from school to school 
and not making progress. We need to make rules and regulations 
that will support students in meeting their goals. 

We also need to consolidate programs. Instead of having multiple 
federal grant programs — and that would exclude things like vet- 
erans’ programs and specifically targeted programs — we should 
have the Pell Grant program. 

The funds that are now in the campus-based programs should go 
to campuses, but they should be allocated to campuses to help 
them support the success of low-income students. We need to ex- 
periment with programs like this, get rigorous evidence about how 
to make them work well, but we can do this. 
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To make the Pell Grant program work better it has to be sim- 
pler, it has to be clearer, and it has to be designed to support stu- 
dents in meeting their goals. 

Thank you. 

[The statement of Ms. Baum follows:] 
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Chairman Kline, Representative Miller, and Members: 

My name is Sandy Baum. I am an economist and senior fellow at the Urban 
Institute, as well as research professor at the George Washington University 
Graduate School of Education and Human Development. The views expressed in 
my testimony are mine alone, not those of either of the organizations with which I 
am affiliated. 

Thank you for the honor of providing testimony today on the vital issue of 
simplifying the federal student aid system. I have been doing research and policy 
analysis relating to student financial aid for many years. I share your concerns for 
using taxpayer funds as effectively as possible to increase the opportunities 
Americans have to improve their lives and to assure the economic and social 
strength of our nation. 

The federal Pell Grant program is the bedrock of the student aid system. In 2012- 
13 it provided almost 9 million undergraduate students with average funding of 
about $3,700 each, making college a realistic possibility for them. Our $32 billion 
was well-spent, increasing our ability to educate Americans, to prepare a skilled 
and flexible workforce for the coming years, and to work toward the strengthening 
of a society that promises its members an opportunity to live up to their own 
potential. 

But we can do better. Effective student aid requires more than dollars. The aid 
program must be designed so that that the students who have the most potential to 
benefit from the program know about it, understand it, can predict and count on its 
benefits, and can access it without undue difficulty. Moreover, federal student aid 
should not just be about access. It is not enough to put postsecondary enrollment 
In financial reach. We must ensure that aid programs provide the appropriate 
incentives and supports for both students and institutions to succeed in meeting the 
educational goals of our nation and its students. 

I would like to focus today on a few core ideas for simplifying federal grant aid. 
These ideas are based on the principles that the program should be simple, 
predictable and well-targeted and should use taxpayer funds as efficiently as 
possible to meet the nation’s goals. 

I propose: 

• Simplify the aid application process by relying on data available from the 
IRS, eliminating the requirement that students provide financial 
information already available through either the tax system or other means- 
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tested government support programs. 

• Determine Pell eligibility once, before students begin their studies, making 
annual reapplication unnecessary. 

• Simplify the formula determining individual awards, creating a look-up 
table that will allow most students and families to determine well in 
advance how much Pell Grant funding they can expect to receive. 

• Simplify the way aid is linked to enrollment intensity, allowing students to 
progress at their own speed without concern for definitions of academic 
years or full-time status. 

• Strengthen standards for academic progress so that students use their funds 
efficiently and complete their programs in a timely manner. 

• Consolidate federal aid programs so that the Pell Grant is the single federal 
grant received by most students, with the possible exception of some 
specialized aid (including veterans’ aid). Use the funding now devoted to 
Campus-Based aid to provide subsidies directly to institutions in a way that 
provides strong incentives for them to support low-income students in 
completing credentials in a timely manner. 

Before providing more details about these proposals, a little background about the 

Pell Program is in order. 

Background 


The Pell Grant Program: 2002-03 to 2012-13 



Pell 

Expenditures 
(in millions of 
2012 dollars) 

Number of 
Recipients (in 
millions) 

Average Grant 
(in 2012 dollars) 

2002-03 

$14,809 

4.8 

$3,099 

2003-04 

$15,832 

5.1 

$3,080 

2004-05 

$15,907 

5-3 

$2,996 

2005-06 

$14,883 

5.2 

$2,880 

2006-07 

$14,430 

5.2 

$2,794 

2007-08 

$16,142 

5 5 

$2,912 

2008-09 

$19,051 

6-2 

$3,095 

2009-10 

$31,908 

8.1 

$3,942 

2010-11 

$37,492 

9.3 

$4,028 

2011-12 

$34,048 

9.4 

$3,605 

2012-13 

$32,269 

8.8 

$3,650 


Source: The College Board, Trends in Student Aid 


Members of the Subcommittee are well aware of the recent increase in 
expenditures on Pell Grants. Federal spending more than doubled, after adjusting 
for inflation, between 2007-08 and 2010-11. Less attention has been paid to the 
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reality that the number of recipients increased from 5.5 million to 9.3 million over 
these years, and to the fact that 2010-11 was a peak, both in terms of dollars and in 
terms of recipients. The program cost about $5 billion less in 2012-13 than it had 
two years earlier, and the number or recipients also declined. So it’s not that 2010- 
1 1 represented a new trajectory. In addition to some policy modifications designed 
to contain spending, a recovering economy has meant fewer people seeking new 
training and fewer families unable to help their children. 

In thinking about reforming the Pell Grant program, it is also important to keep in 
mind the multiple functions the program serves. Most people think of Pell 
recipients as young people from low-income families who have recently 
completed high school and whose parents are not in a position to support their 
education. This is an important group of recipients, and about 90% of them come 
from families with incomes below $50,000 a year. But 60% of Pell recipients are 
independent students. Their eligibility is based not on the financial circumstances 
of their parents, but on their own situations. Half of all Pell Grant recipients in 
201 1-12 were age 24 or older and one-quarter were over the age of 30. 

Age Distribution of Pell Grant Recipients, 2011-12 


Age 

Percentage of 
Recipients 

20 or younger 

30% 

21 to 23 

21% 

24 to 26 

13% 

27 to 30 

11% 

31 to 40 

15% 

41 or older 

9% 

Source: U.S. Department of Education, 

Pell Grant End-of-Year Report 


The Pell Grant program is now the single most important source of federal funding 
for adults seeking education and training for the workforce. Many workers without 
bachelor’s degrees who lost their jobs or saw their earnings plummet during the 
Great Recession knew they needed more training to assure that they would be 
productive members of the labor force. Without Pell Grants they would not have 
been able to get that necessary training. Most of these older students are not 
working towards bachelor’s degrees. They are enrolled in programs directed 
towards specific occupations and it is vital that they have sufficient support to 
allow them to develop new skills as quickly as possible. 

The important role of Pell Grants in preparing people for the labor market should 
not interfere with our understanding of the role of college in providing the broad 
education necessary to transform people’s lives, to prepare them to be well- 
informed and active participants in our democracy, to communicate effectively, 
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and to think critically and creatively about their lives and about the future of our 
nation. 

We can have a postsecondary education system that accomplishes all of these 
goals and a federal student aid system that effectively supports our students in 
meeting these goals. 


Proposals: 

Our understanding of how people make decisions is improving, with contributions 
from the fields of behavioral economics and cognitive psychology. When faced 
with complexity, people tend to take the path of least resistance. For students from 
middle- and upper-income families, the path of least resistance is going to college 
right after high school. For young people from less privileged backgrounds, the 
path of least resistance is looking for a job. Without the expectation that college is 
affordable and facing the daunting task of filling out complicated paperwork, too 
many promising students are likely to put off indefinitely applying to college. A 
recent set of papers from the George Washington University Graduate School of 
Education and Human Development on insights from behavioral economics into 
policies supporting enrollment and success in postsecondary education 
summarizes much of the evidence and draws policy implications.* The proposals 
that follow are consistent with insights and evidence developed in this work. 

Simplify the aid application process by relying on data available from the IRS, 
eliminating the requirement that students provide financial information already 
available through either the tax system or other means-tested government support 
programs. 

There is growing evidence about the importance of simplicity in the design of 
student aid programs. Particularly important studies include an experiment with 
filling out the FAFSA for H&R Block clients, which yielded impressive increases 


1 "Understanding .Student Behaviors: A Prerequisite to Supporting College 
Enrollment and Success"; http://gsehd.gwu.edu/faculty/sandy-baum. See in 
particular, Sandy Baum and Saul Schwartz, "Student Aid, Student Behavior, and 
Student Attainment." 

http://gsehd.gwu.edu/files/downloads/publications/2013/PUBLISHED_Baum_Sch 

wartz.pdf 
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in college enrollment and persistence.^ 

The IRS has data about the finances of taxpayers. People with incomes too low to 
be required to file taxes should automatically be eligible for maximum Pell 
awards. The new system that allows aid applicants to download tax information to 
fill in the FAFSA suggests that it would possible to implement a system that 
would eliminate the need for most people to provide financial data separately on 
aid applications. 

Relying on IRS data has the additional advantage of eliminating the need for the 
expensive and difficult process of verifying the information applicants provide on 
their FAFSA forms. 

Determine Pell eligibility once, before students begin their studies, making annual 
reapplication unnecessary. 

We could calculate Pell eligibility automatically for high school juniors, based on 
their parents’ recent tax forms. Students would be notified of this eligibility in 
time to apply for college and could activate their avvards if and when they enroll. 
Eligibility could last until they turn 24 and become independent students, at which 
time they would have to reapply if they wanted to go to college. 

This system would let low-income students know that the money is there, just as 
students from families with more resources know this. Knowing that the money is 
there makes not using it a loss, and we know that people respond more strongly to 
the prospect of losing money than they to do the prospect of gaining a similar 
amount of money. The system would also eliminate considerable paperwork for 
students and families, for college and universities, and for the federal government. 

Simplify the formula determining individual awards, creating a look-up table that 
will allow most students and families to determine well in advance how much Pell 
Grant funding they can expect to receive. 

For most applicants, Pell Grant eligibility could be based on AGI and family size, 
as measured by exemptions on tax forms. This would allow the construction of 


2 Bettinger, Eric, B. T. Long, Philip Oreopoulos, and Lisa Sanbonmatsu. (2012j "The 
Role of Application Assistance and Information in College Decisions: Results from 
the H&R Block FAFSA Experiment.” Quarterly Journal of Economics: 127(3 j. The 
authors report that "high school seniors whose parents received the treatment were 
8 percentage points more likely to have completed two years of college, going from 
28% to 36%, during the first three years following the experiment. Families who 
received aid information but no assistance with the FAFSA did not experience 
improved outcomes." 
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simple look-up tables that students and families could review well in advance of 
the time they plan to enroll. It would not be difficult to include a caveat, requiring 
a more detailed calculation for taxpayers with negative AGI or for those who file 
multiple supplemental forms with their 1 040s. 

Analyses of the implications of simplifying the formula to involve only a couple 
of data elements from the IRS instead of the many pieces of information and the 
complicated calculations now involved indicate that there would be minimal 
impact on the distribution of Pell Grants. Allocating aid to students from families 
with higher incomes, such as those with financial need supported by many state 
and institutional grants, requires more information. However, relatively few 
families or students with incomes below $50,000 have assets or other complicated 
situations that significantly affect current Pell Grant awards.^ 

If the federal government implements this simple formula for determining Pell 
eligibility, it could at the same time calculate a more detailed eligibility index 
based on additional IRS information that could be used by states and institutions to 
award need-based aid higher up the income scale. 

This simple formula for Pell eligibility should not depend on whether or not a 
student has siblings in college and it should break the existing link between the 
maximum level of Pell funding students with the lowest resources can receive and 
the maximum income level at which students are eligible for the program.'' 

This simplified approach would allow the federal government to send families 
annual notification of the Pell Grants for which their children would be eligible if 
they were of college age. This early information would be a valuable component 
of efforts to encourage low-income children to prepare academically for college. 

Simplify the way aid is linked to enrollment intensity, allowing students to 
progress at their own speed without concern for definitions of academic years or 
full-time status. 


3 See, for example, Dynarski, Susan M. and judith E. Scott-Clayton. "The Cost Of 
Complexity In Federal Student Aid: Lessons From Optimal Tax Theory And 
Behavioral Economics," National Tax Journal, 2006, v59 J2,JunJ, 319-356; Baum, 
Sandy, Kathleen Little, Jennifer Ma, and Anne Sturtevant. 2012. Simplifying Student Aid: 
What It Would Mean for States. New York: The College Board. 

Students with no expected contribution do not benefit from the provision 
increasing awards for those with siblings in college at the same time. For examples 
of formulas and look-up tables consistent with this proposal, see The Rethinking 
Student Aid Study Group (2008], Fulfilling the Commitment, The College Board;. 
Baum et al (2013). Rethinking Pell Grants. The College Board. 



89 


Under the current Pell Grant system, students are considered full-time if they are 
enrolled in at least 12 credit hours per semester. They receive of the funding for 
which they are eligible if they enroll for 9-1 1 credit hours, and less if they enroll 
for fewer hours. But they do not receive additional funding if they enroll for the 15 
hours necessary if they are to be on track to complete a bachelor’s degree in four 
years or an associate degree in two years. They cannot receive extra funding if 
they make up the courses they are lacking over the summer. 

A simpler system, and one that would do more to support the timely completion of 
college degrees, would award Pell funds based on the number of credit hours for 
which students enroll. If instead of thinking of the maximum award as $5,645 per 
year, we thought of it as $235 per credit (based on 24 credits per year) or $188 per 
credit (based on 30 credits per year), students could spread their courses out over 
the year in the way that best fits their personal circumstances. 

Under the current system, a student who completes a 120 credit bachelor’s degree 
by taking 24 credits per year for 5 years receives five full Pell Grants. A similar 
student who completes the same degree by taking 30 credits per year for 4 years 
receives only four full Pell Grants. At institutions, like many community colleges, 
that charge tuition by the credit hour, registering for 1 5 credits is likely to reduce 
the cash students have on hand to buy books and cover other expenses. 

We should design the Pell Grant program to do a better job of supporting student 
progress. 

Strengthen standards for academic progress so that students use their funds 
efficiently and complete their programs in a timely manner. 

Students need more guidance in selecting their programs and institutions and in 
progressing through their studies if they are to succeed at higher rates. In the best 
of all worlds, the Pell Grant program would be able to provide some of this 
guidance. But at a minimum, we should strengthen the Satisfactory Academic 
Progress (SAP) regulations, which require students to meet minimal standards at 
their institutions in order to remain eligible for Pell Grants. Currently, if a student 
fails to meet these standards at one institution, he can move to another institution 
and start over with a Pell Grant. 

This system does a disservice to both students and taxpayers. Many of the students 
who receive Pell Grants but don’t make progress towards degrees are also relying 
on student loans. Devoting their time to studies that lead nowhere and 
accumulating debt in the process leaves them worse off. We can provide the 
support at-risk students need, with leeway for students to try again when they 
don’t succeed the first time, without fostering these unproductive outcomes for 
both students and taxpayers. 
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Consolidate federal aid programs so that the Pell Grant is the single federal grant 
received by most students, with the possible exception of some specialized aid 
(including veterans ’ aid). Use the funding now devoted to Campus-Based aid to 
provide subsidies directly to institutions in a way that provides strong incentives 
for them to support low-income students in completing credentials in a timely 
manner. 

Simplifying the Pell Grant program and improving its design so that it more 
effectively supports student success can make a big difference in the lives of the 
students it subsidizes. But the entire federal student aid system of which the Pell 
Grant program is the core should also be simpler. It would be much easier for 
students to know how much federal grant aid they will receive if there were one 
federal grant program for the general student population.^ 

The federal government now allocates just over $700 million a year for the 
Supplemental Educational Opportunity Grant Program, which distributes funds to 
institutions based on a complicated and outdated formula. While these funds 
certainly provide needed assistance to individual students, they are not well 
targeted or predictable. The campus-based funds should be redireeted into a 
program that would fund institutions based on their success in educating low- and 
moderate-income students. 

The details of this program of institutional subsidies are erucial and successful 
program design will require rigorous study of possible structures, with 
consideration of potential unintended consequences. But institutions have a major 
role to play in meeting our national goals for a well-educated population and we 
should do our best to assure that federal funding goes to institutions that provide 
meaningful opportunities for students who would not otherwise have access to 
these opportunities. 

Conclusion 

Our country needs a strong federal Pell Grant program more than ever. Pell Grants 
make it possible for many young people from low- and moderate-income families 
to get a college education. They make it possible for many adults whose labor 
market opportunities are limited to access the education and training they need to 
get jobs that allow them to support themselves and their families and that 
maximize their contributions to our society and our economy. 

Over its forty years, the Pell Grant program has made a major difference in the 


5 Grant programs targeted at specific populations such as veterans must be thought 
of separately. However, developing large numbers of grant programs for small 
specialized populations interferes with the goal of simplification. 
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lives of many Americans. It will have a bigger impact over the next 40 years if we 
succeed in simplifying the application process and the allocation of awards. 
Students should know well in advance how much support they can expect from the 
federal government. And that support should be designed to help them succeed in 
their postsecondary studies, not just to pay for those studies. Students need more 
than the kinds of information that is currently the focus of many efforts to improve 
educational choices. They need personalized guidance and they need appropriate 
supports and incentive structures. The Pell Grant program carmot solve all of these 
issues, at least in the short run, but it can go farther in the right direction. 

Thank you again for giving me the opportunity to share my ideas with you. I 
welcome your questions. 
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Chairman Kline. Thank you. 

Ms. Mishory, you are recognized. 

STATEMENT OF JENNIFER MISHORY, J.D., DEPUTY DIRECTOR, 
YOUNG INVINCIBLES 

Ms. Mishory. Thank you. 

Chairman Kline and Ranking Member Hinojosa, I thank you for 
having this important hearing today and for inviting me to share 
the student perspective on simplifying financial aid. 

My name is Jennifer Mishory. I am the deputy director of Young 
Invincibles. We are a nonprofit dedicated to expanding economic 
opportunity for young adults. We engage with students around col- 
lege affordability and access, elevate their stories, and ensure that 
our leaders understand the experience of today’s student. 

This generation understands that higher education is essential, 
but faces growing challenges. States are spending 28 percent less 
per student on higher education than they were in 2008, leading 
to a 27 percent increase in tuition at 4-year public colleges. 

As a result, in 1980, the Pell Grant covered more than half the 
cost of a 4-year school. It now covers less than a third and it forces 
two-thirds of graduates to take out student loans. Many struggle 
to navigate the aid system in doing so. 

Take Robin, a college freshman at a 4-year school studying to be 
a physical therapist. Robin grew up in a low-income community in 
Chicago, and as a first-generation student she struggled to obtain 
an education and gain financial security. 

Like most college students, she relied on a maze of grants and 
loans. However, at the end of her first semester she found herself 
with an overcharged account and nowhere to turn. 

She reached out to a mentor, a former high school teacher who 
happened to be a friend of mine. I spent literally days working 
through all of the paperwork that she had and that I myself found 
very confusing and finally realized she simply didn’t have enough 
aid to cover her costs. The complex system meant it took months 
for the unmet need to become clear. 

Robin couldn’t afford to pay the shortfall. Private loans were not 
an option for her. And this college freshman with so much potential 
dropped out. 

I am hopeful that she enrolled in a 2-year school but I don’t 
know how her story will end. 

This story illustrates how an overly complex aid system can limit 
access and success. But it also illustrates that simplification cannot 
result in cutting aid to students working to educate themselves into 
the middle class. 

Students support making aid simpler but oppose cutting aid. In 
a 2011 poll, eight in 10 students opposed cutting Pell or loan sub- 
sidies to reduce the deficit — important to keep in mind as we dis- 
cuss these reforms. 

I want to talk about three reforms specifically: first, simplifying 
the aid application process on the front end; second, ensuring that 
students can make good choices in dealing with financial aid; and 
third, streamlining repayment on the back end. 

First, applying for financial aid through the FAFSA, a 106-ques- 
tion form, leaves many confused and deters some from applying. 
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About 2 million students who would have qualified for financial aid 
failed to even file a FAFSA in 2007. We urge this committee to re- 
duce the number of questions on the FAFSA to make it simpler. 

And once students are making decisions on aid, students also 
need better information. Over 90 percent of students in one survey 
agreed that financial aid award letters should be standardized. 

Second, understanding aid can also be daunting, as we saw with 
Robin. In a recent survey, 40 percent of high-debt respondents to 
this survey reported they did not receive federally mandated loan 
counseling. It is possible that some students didn’t receive the 
counseling, but it is also likely that many benefited so little that 
they didn’t remember it or didn’t consider what they received to be 
counseling. 

I urge this committee to explore reforms that provide clear, con- 
sumer-tested materials to students and provide them with much 
more help from counselors. 

Third, loan repayment is also challenging and the seven different 
repayment plans mean that borrowers frequently struggle to choose 
a plan that is right for them or to even know about their options. 
As a result, many debtors struggle to afford the standard payments 
and we face a sky-high 15 percent default rate. 

Income-based repayment has helped some borrowers but we can 
do more. We are pleased that the Department of Education will 
begin proactively reaching out to students about IBR and believe 
that this committee could build on that. 

We recommend either automatically enrolling all students in in- 
come-based repayments or allowing them to opt out of an income- 
based repayment plan rather than having to opt in. A survey con- 
ducted by Y.I. found that 89 percent of respondents agreed with 
automatically being enrolled in IBR. 

We could also alter the formula, helping students pay faster if 
they can, and we could potentially streamline repayment through 
the payroll tax system. While most students would still pay off 
their loans in a similar amount of time, it would cushion debtors 
facing financial distress, ultimately lowering default rates. It would 
make repayment less confusing and reduce the risk perceived by 
students who hesitate to pursue a degree in the first place. 

Finally, in this system schools must be held accountable to keep 
tuition low. We are encouraged that some members of this com- 
mittee have expressed an interest in repayment reform. 

We have concerns, however, about proposals that strip necessary 
protections. Caps on interest rates and forgiveness for public serv- 
ice employees or debtors who have been paying for decades are 
vital elements in the current system. We can simplify financial aid 
and preserve those elements. 

Thank you for exploring these important issues, and I look for- 
ward to the discussion. 

[The statement of Ms. Mishory follows:] 
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Chairman Kline and Senior Democratic Member Miller, I thank you for inviting me to 
testify before you today about issues central to improving access to postsecondary 
education: the student experience with federal financial aid, 

My name is Jennifer Mishory and I am the deputy director of Young Invincibles, a non- 
profit organization dedicated to expanding economic opportunity for young adults. We 
are committed to ensuring that a quality postsccondary education is affordable and 
accessible for all. At Young Invincibles, we engage with students across the country on 
issues such as college affordability and access, elevate their stories, and ensure that our 
leaders in Washington truly understand the experience of today’s student. 

Our generation understands that getting a post-secondary degree is essential to our own 
success and to grow our economy. But we are concerned that declining public investment 
in higher education has fueled tuition hikes and made it harder for so many young people 
to go to college. For instance, states are spending 28 percent less per student on higher 
education nationwide this year than they were in 2008 when the Great Recession hit.' As 
a result, tuition at four-year public colleges rose 27 percent in the last five years, and in 
some states, it spiked more than 70 percent.* 

While grant aid historically paid for a much larger share of tuition, that is no longer the 
case. In 1980, the Pell grant covered more than half the cost of a typical four-year public 
college, but now. Pell grants cover less than one-third of the cost, the lowest level since 
the start of the program." With grant aid falling and tuition rising, students across the 
country struggle to make up the difference by taking out loans. As a nation, we now hold 
over $1 trillion in student debt. About two-thirds of all college students now graduate 
with loans." Thirty-nine million student loan borrowers have outstanding student loan 
balances." Over five million student debtors have at least one past due student loan 


* The Center on Budget and Policy Priorities (CBPP), “Recent Deep State Higher Education Cuts May 
^Ibid. 

^ The Institute for College Access & Success (TICAS), “Peil Grants Help Keep College Affordable for 
Millions of Americans,” hitp,7/vvvv\v.ticas.org/nics/pub//Overali Pell one-pager FINAL 03-l5-13.pdf 
(last visited July 29, 2013). 

“* Young Invincibles, “College Affordability Facts,” http://vounginvincibles.orti/wp- 
content/uploads/20 12/1 0/coilege-affordabilitv-fact-sheet. jpg (last visited August 2, 2013). 

Federal Reserve Bank of New York, “Student Loan Debt by Age Group,” 
http://www.newyorkfed.org/studentloandebt/ (last visited September 30, 2013). 
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account, and of our total outstanding student loan debt, $85 billion is past due.^ Reforms 
are now more important than ever. Federal financial aid must provide meaningful access 
to higher education for all students and families, and we urge this committee to explore 
how to urge colleges and universities to lower the rising cost of college. 

As more students and families turn to loans to make up for state and federal 
disinvestment in higher education, we know that students struggle to navigate the 
complex maze that is federal financial aid, from applying for aid to repaying their loans. 

I want to share one story with you that is particularly relevant to today’s hearing. Last 
winter, a friend - a former teacher - reached out to me about his former student, whom 
he had taught years ago. This student was working hard as a freshman at a four-year 
public institution in Illinois toward a career as a physical therapist. She grew up in a low- 
income community in Chicago, and as the first member of her family to attend college, 
she strove to obtain an education to lift herself out of poverty. 

Like most college students, she relied on a series of federal and state grants and loans to 
get to where she was. However, at the end of the semester, she found herself with an 
account that was overcharged, and nowhere to turn for help to fully understand the 
system. After working through a morass of information that 1 myself found confusing, I 
realized: she simply did not have enough financial aid to cover her costs. She faced a 
confusing yet very real aid gap. There were a variety of reasons why it took until January 
before her second semester for the unmet need to become clear, but by then it was too 
late. She could not find a way to fill the shortfall and clear her account for the second 
semester. Her mother was, understandably, hesitant to take out parent loans, and worried 
she would not qualify. Private loans were not an option. This college freshman, with so 
much potential, dropped out. I’m hopeful that she enrolled in a two-year school, but I 
don’t know how her story will end. 

I tell this story for two reasons. The first is to illustrate what an overly complex federal 
aid system can do to limit access and success. The second is to illustrate that 
simplification of that system cannot result in further cutting aid to students struggling to 
educate themselves into the middle class. Students that we talk to generally support 
making aid simpler and more functional, but students are overwhelmingly against cutting 
financial aid and protections for borrowers. In fact, in a 201 1 poll, about 8 in 10 students 
opposed cutting Pell or loan subsidies to reduce the deficit.’ 

I urge this committee to keep that in mind as you consider steps to make this important 
system more transparent. Reforms are now more important than ever, as students face a 
dizzying array of challenges while trying to use federal financial aid to advance their 
careers and achieve economic security. 


‘ What We Found: A Summary of Key Findings from Young Invincibles Youth Bus Tour (Washington, DC: 
Young Invincibles, 2012), 13-18, acce.ssed August 2, 2013, http://younginvincibles.org/2012/06/june-l- 
2012 - 2 /. 

’ Jen Mishory and Rory O’Sullivan, The Student Perspective on Federal Financial Aid Reform, 10. 
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First, students face unnecessary complexity in the federal financial aid system from the 
start. Applying for financial aid through FAFSA, a ten-page, 106-question form*, leaves 
many confused and deters some students from even applying for aid. An estimated 2.3 
million students in 2007-2008 who would have qualified for financial aid failed to even 
file FAFSA.’ While there have been recent improvements, only 55 percent of high school 
seniors completed FAFSA in 2012.'“ One out of four lower-income students who did not 
file FAFSA would have qualified for federal grant aid." 

Next, students grapple with pages upon pages explaining the master promissory note, 
financial aid award letters with drastically different definitions of aid, numerous loan 
types, changing interest rates, and an 80-page explanation of education tax benefits. 

In a recent Young Invincibles survey, 40 percent of high-debt borrower respondents 
reported that they did not receive federally mandated loan counseling.'" It is perhaps 
unlikely that so many schools are out of compliance, but that statistic warns us that many 
young people benefit so little from loan counseling that they do not remember receiving it 
- or did not consider what they received to constitute counseling. About two-thirds of 
private loan borrowers in a recent survey, including those with private and federal loans, 
did not understand the major differences between their private and federal loan options." 

Finally, things get arguably even more complex when borrowers gear up for repayment. 
They face seven different student loan repayment plans of varying terms and benefits. 
Though each plan may have arisen from good intentions to help specific types of 
borrowers, together these plans create a system where borrowers frequently struggle to 
choose the repayment plan that’s right for them. Many borrowers simply stay in standard 
repayment, even if they will struggle to afford the monthly payments. At the same time, 
we face a sky-high student loan default rate. 

Challenges like these make it imperative that we create a streamlined, transparent federal 
financial aid system. Fortunately, there are several promising reform ideas. 

First, we suggest that this committee consider how to reduce the burden on students and 
institutions when applying for aid. For example, one significant reform that has been 
discussed is transforming the FAFSA into a two-question form: family size and gross 


* Federal Student Aid, “FAFSA: Free Application for Federal Student Aid, July 1,2013- June 20, 2013,” 
U.S. Department of Education, http://www.Fafsa.cd.irov/fotw 1 3 i 4/pdF/PdfFaf.sa 13-14 .ndf (last accessed 
August 2, 2013). 

’ Heather Novak and Lyle McKinney , "The Consequences of Leaving Money on the Table: Examining 
Persistence among Students Who Do Not File a FAFSA,” Journal of Student Financial Aid 41 , no. 3 
(201 1): 6, www.nasfaa.org/WorkArea/linkit.aspx ?LinkIdentifier=ID&ItemID=10164. 

*“ Education Sector at American Institutes for Research, “FAFSA Completion Rates by State,” The Quick 
and the Ed, htlp://www,quickanded,com/2013/07/fafsa-completion-rates-vary-by-state.html (last accessed 
September 26, 2013). 

" Ibid. 

Jen Mishory and Rory O’Sullivan, The Student Perspective on Federal Financial Aid Reform, 1 1 . 

" What We Found: A Summary of Key Findings from Young Invincibles Youth Bus Tour (Washington, DC: 
Young Invincibles, 2012), 13-18, acces,sed August 2, 2013,http.7/younginvincibles.org/2012/06/june-l- 
2012 - 2 /. 
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income. Not only would this dramatically reduce administrative costs for the Department 
of Education and the taxpayer, but it would also be a major step forward for students. 

Now is the time to be exploring bold proposals like this one. 

Second, I urge the committee to consider consumer testing financial literacy materials 
and student loan counseling to create a simple counseling system that helps borrowers 
make smart financial decisions. For example, students receive financial aid award letters 
with inconsistent language. Often, the language makes it hard for students to understand 
the amount of grants and loans they will receive. Over 90 percent of students agree that 
financial aid award letters should be standardized. We know that we need to find out 
from students themselves what information borrowers need and how to convey it. 
Websites, navigators, and other tools that are tailored to contain the best information in 
the easiest-to-digest way could help students make better, more informed choices about 
schools and financing their education. We further suggest updating federal financial aid 
systems by simplifying the interface through student feedback. 

However, student feedback also consistently tells us that policymakers must not assume 
that students will be able to translate data and information into good decisions without 
accompanying investment in better counseling and financial literacy. We strongly urge 
the committee to explore ways to increase access to counselors for students who 
desperately need guidance. 

Third, it is also worth noting that our current system of providing higher education tax 
benefits is overly complicated and flawed. While I recognize that it is outside this 
committee’s jurisdiction, I urge the committee to rethink and simplify tax incentives for 
higher education while better targeting tax expenditures to students striving to lift 
themselves and their families out of poverty. There are more than 18 higher education- 
related tax benefits, and they often come too late and are too complex. One suggestion is 
to consolidate credits into the American Opportunity Tax Credit that better targets the 
neediest students. Another option is to redirect expenditures for tax-exempt qualified 
501(c)(3) bonds that help private institutions and high-income investors to bolster the Pell 
grant program, so that we serve the students who need assistance the most. 

Finally, simplifying repayment could make a big difference for borrowers. Income-based 
repayment has gone a long way to help borrowers with unmanageable monthly payments. 
It was implemented with bipartisan support in 2007, and we thank the members of 
Congress in this committee for their support for the policy. 

But, too many borrowers who could benefit from income-based repayment don’t know 
about the option. Uptake of income-based repayment has been low, leading to financial 
stress and defaults in difficult economic times. Many people report that they were 
unaware of income-based repayment until they were already struggling to repay their 
loans, or had already defaulted. Others report difficultly actually enrolling into the 
system. Yet this much-needed relief could be key to lowering default rates. We are 


Jen Mishory and Rory O’Sullivan, The Student Perspective on Federal Financial Aid Reform, 15. 
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pleased that the Department of Education will begin proactively reaching out to students 
who may be eligible for plans like IBR, 

This committee could build on that effort with bold changes. As part of an improved 
system, we recommend either automatically enrolling all borrowers in income-based 
repayment or allowing them to opt out of income-based repayment and into standard 
repayment if they deem it a better repayment plan for their individual needs. Students 
support this shift: a survey conducted by Young Invincibles found that 89 percent of 
respondents agreed or strongly agreed with being automatically enrolled in an income- 
based repayment plan.’’ We should also revisit the current IBR system to explore how to 
incentivize borrowers who can afford to pay their loans off faster to do so. Repayment 
should be as easy as possible, and we suggest exploring ways to collect debt payments 
through the payroll tax system, or allow automatic deferments to kick in if a borrower is 
earning too little or is unemployed. 

Under our vision of a reformed income-based repayment plan, the typical borrower 
would still pay off their loans in similar monthly payments to the current standard plan. 
But income-based repayment would serve as a cushion for the many borrowers who find 
themselves in periods of unplanned financial distress. That would lower default rates and 
give borrowers the relief that they need with minimal burden to the federal government or 
servicers. It would also reduce the number of repayment plans, making repayment 
simpler and less confusing for borrowers as a whole. 

We are encouraged that this committee has expressed an interest in simplifying student 
aid, and specifically by using a single repayment plan to reduce confusion. We have 
concerns, however, about some aspects of the income-based repayment proposals that 
have come out in the past, in that they lack many necessary protections for struggling 
student loan debtors. Caps on interest rates, student loan forgiveness for public service 
employees or debtors who have been paying for decades, are vital elements in the current 
system. Again, we should not throw out important policies in the name of simplicity. 
There are plenty of opportunities that simplify federal financial aid and preserve the best 
parts of the system for our nation’s hardworking students. 

As we discuss reforms that we know we must make to create a simpler, more efficient 
federal financial aid system, we cannot ignore the institution’s rote in improving higher 
education. Schools should also strive to do their part to keep tuition low, particularly if 
increasing numbers of student loan borrowers repay their loans based on their income. 
Servicers must also focus on creating borrower-friendly policies to support struggling 
students and families. 

We know that students struggle to navigate the complicated federal financial aid systems 
that we have in place, and I am encouraged that this committee is devoting this hearing to 
exploring how to make it better. We can make a lot of progress if we use student-centric 
mindset to improve our policies. I thank this committee for considering the student 
perspective as you work to explore much-needed reforms. 


Ibid. 


5 



99 


Chairman Kline. Thank you. 

Mr. Delisle? 

STATEMENT OF JASON DELISLE, DIRECTOR, FEDERAL 
EDUCATION BUDGET PROJECT, NEW AMERICA FOUNDATION 

Mr. Delisle. Chairman Kline, Ranking Member Hinojosa, and 
committee members, thank you for inviting me to testify about the 
need to simplify the federal student loan program. 

From the borrower’s perspective, the loan program is unneces- 
sarily complex and many of its important benefits are difficult to 
access, are hidden, or require the borrower to opt in. Some terms 
and benefits even overlap or cancel one another out. 

When a student applies for his federal loans, he will confront a 
mix of types, terms, and names. Some may make sense, others will 
confuse him, and some he may not even know exist. 

Will he know that a Stafford Loan is a loan from the federal gov- 
ernment? Will he understand that “unsubsidized” doesn’t mean he 
is getting a bad deal? 

When he repays his loans, he will have up to nine different plans 
to choose from — that is my count, others said seven — each with its 
own set of terms and eligibility rules. But here is the kicker: the 
Department of Education, by law, will automatically enroll him in 
a plan where he will make the highest monthly payments — the 10- 
year standard repayment plan. 

To be sure, this policy signals to borrowers that they should 
repay their loans quickly. Yet, policymakers need to recognize its 
inherent tradeoff: borrowers who really need to make lower pay- 
ments may not understand that they have such an option or may 
not be able to successfully navigate the enrollment process. That 
seems like a high price to pay in order to nudge borrowers to repay 
quickly under the 10-year repayment plan. 

So as Congress considers the reauthorization of the Higher Edu- 
cation Act in the coming months, lawmakers should make it a pri- 
ority to remedy these issues. Briefly, they should minimize the dif- 
ferent names, types, and terms of the loans and then offer just one 
plan when borrowers repay — the existing income-based repayment 
plan, or what the Obama Administration calls “Pay As You 
Earn” — but only after making essential modifications to that plan. 

In its current form. Pay as You Earn is a massive tuition assist- 
ance program for graduate students masquerading as a means-test- 
ed safety net program. 

So let me provide you with a few examples of the complexities 
and optional benefits in the federal loan program that I mentioned 
earlier. The program offers two different types of loans to under- 
graduates: unsubsidized and subsidized Staffords. Many borrowers 
qualify for both, and they receive both. 

An undergraduate could also have a third type of federal loan, 
called a Perkins Loan. And if he goes on to graduate school, he 
could end up with a fourth type of federal loan, called a Grad 
PLUS Loan. 

Earlier I mentioned that a borrower, once out of school, can 
choose from up to nine repayment plans. He might not be eligible 
for all of them, although that is actually possible, but he probably 
qualifies for at least four of them. Many of these plans have hidden 
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benefits or confusing names that make them difficult to distin- 
guish. 

I wonder if even the committee members can keep the differences 
straight between graduated repayment, income-contingent repay- 
ment, income-based repayment, and Pay as You Earn. 

And I would bet that everyone is surprised to learn that the big- 
gest benefit of the consolidation repayment plan has nothing to do 
with consolidating debt. Nope. That plan lets anyone with a bal- 
ance of just 7,500 or more reduce his monthly payment by extend- 
ing the term of his loan to anywhere from 12 to 30 years depending 
on the balance. 

And now that I have said that I am sure someone, somewhere 
is wondering why, then, the program also offers an extended repay- 
ment plan, which, by the way, is not the same as the consolidation 
plan but it will extend the term of the loan, and by a completely 
different set of rules. 

The written testimony that I submitted today includes some spe- 
cifics on how to minimize the different terms on federal loans. It 
also includes changes lawmakers should make to Pay as You Earn 
so that the plan does not let high-income borrowers walk away 
from their debts, does not allow graduate students to finance most 
or all of their educations using loan forgiveness, and does not in- 
demnify or reward schools when they charge more and students 
when they borrow more. 

Before making Pay as You Earn the only repayment option, 
which is what I am recommending today. Congress must ensure 
that its loan forgiveness benefit is truly and only a safety net and 
that the public service loan forgiveness benefit is subject to limits. 

Making Pay as You Earn the only repayment plan available 
would greatly simplify the program. It would also automatically 
provide benefits that exist right now in the current program and 
it would provide them to those who need them most. Borrowers 
who still want to pay their loans off on a 10-year plan could do so 
by making repayments in amounts automatically calculated on 
their statements. 

Now, I should note that under the modified version of Pay as You 
Earn that I am recommending, some borrowers would make higher 
monthly payments — that is, they would repay faster than under to- 
day’s system — particularly high earners and those with smaller 
loan balances. Yet, that is a tradeoff worth making in order to 
achieve a student loan program where benefits for those who need 
it the most are automatic and obvious rather than obscure and op- 
tional. 

That concludes my testimony today. I look forward to answering 
your questions. 

[The statement of Mr. Delisle follows:] 
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Chairman Kline, Ranking Member Miller, and committee members, thank you for inviting me to 
testify about the need to simplify the federal student loan program. 

From the borrower's perspective, the federal student loan program is unnecessarily complex, 
and many of its most important benefits are opt-in, difficult to access, or even hidden - and 
many terms and benefits overlap or cancel one another out. When a student applies for 
federal loans, he will confront a mix of types, terms, and names. Some may make sense to him, 
others will confuse him, and some he may not even know exist. Will he know that a "Stafford" 
loan is a federal loan? Will he understand that "unsubsidized" doesn't mean he is getting a bad 
deal? 

When a student begins to repay his loans, he will have up to nine different repayment plans 
from which to choose, each with its own set of terms and eligibility rules. But here is the kicker: 
The Department of Education, by law, will automatically enroll him in the plan where he will 
make the highest monthly payments and receive the fewest benefits - the 10-year standard 
repayment plan. 

To be sure, this policy signals to borrowers that they should repay their loans quickly, Vet 
policymakers must recognize the inherent trade-off in that policy: Borrowers who really need to 
make lower payments {by extending the duration of the loan, in some cases) may not 
understand that they have such an option or may not be able to successfully navigate the 
enrollment process. 

As Congress considers a reauthorization of the Higher Education Act in the coming months, 
lawmakers should make it a priority to remedy these issues. Briefly, Congress should minimize 
the different names, types, and terms of the loans when issued, and then offer just one plan 
when borrowers repay: a modified version of the existing income-based repayment plan, or 
what the Obama Administration calls Pay As You Earn. 

The program must be modified because, in its current form. Pay As You Earn is a massive tuition 
assistance program for graduate students that doubles as a means-tested safety-net program. 
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Likewise, the Public Service Loan Forgiveness benefit under Pay As You Earn is an even larger 
tuition assistance program for graduate students that allows for excessive amounts of loan 
forgiveness for high and low earning borrowers alike. Before making Pay As You Earn the only 
repayment option, as I am recommending. Congress must ensure that its loan forgiveness 
benefit is truly -and only - a safety net, and that the Public Service Loan Forgiveness benefit is 
subject to limits. 

To help illustrate the complexity and myriad benefits that the federal student loan program 
provides, below is a list of the relevant loan rules grouped by when the borrower encounters 
them - at origination and during repayment. The remainder of this testimony focuses on how 
Congress can simplify and improve the loan program. 


Complicated and Confusing Federal Loan Terms at Origination 

• Federal student loans have multiple names, and even the same loan can have many 
different names. For example, the U.S. Department of Education can refer to the exact 
same loan as an: Unsubsidized Stafford Loan; a Federal Unsubsidized Stafford Loan; a 
Direct Federal Unsubsidized Loan; an Unsubsidized Direct Stafford Loan; and a Direct 
Unsubsidized Stafford Loan. 

• The federal loan program offers two different types of widely available loans to 
undergraduates: Unsubsidized and Subsidized Stafford loans. The former is issued to 
anyone, regardless of financial need, and the latter is awarded based partially on 
financial need and partially on the cost of the institution the student attends. 

• The borrowing limits are different for each loan type, and many borrowers receive a mix 
of both loan types in a given semester. In fact, 82 percent of recent undergraduates who 
have a Subsidized Stafford loan also have an Unsubsidized Stafford loan.^ 

• Subsidized Stafford loans do not accrue interest while the borrower is in school, 
including subsequent enrollment in graduate school. Unsubsidized Stafford loans do 
accrue interest while the borrower is in school. Remember, a borrower may have a mix 
of each loan type, so some of his loans are accruing interest while he is in school and 
other are not. 

• Annual and aggregate loan limits - how much an undergraduate can borrow in the 
federal program - are different for "dependent" and "independent" undergraduates, 
but only for Unsubsidized Stafford loans, not Subsidized. 

• Some undergraduates may also borrow federal Perkins loans in addition to Stafford 
loans. Perkins loans have their own set of borrowing limits, repayment plans, and 
interest rates separate from Stafford loans. There is no standard eligibility criteria for a 
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Perkins loan, they are only available at certain schools, and students will not know 
whether they can get a Perkins loan or how much until they receive a financial aid 
package from a school. Perkins loans are not repaid through the U.S. Department of 
Education, but are instead administered by a student's school. Graduate students can 
also receive Perkins loans. 

• Parents of dependent undergraduates may borrow federal Parent PLUS loans without 
any annual or aggregate limit so long as it doesn't exceed a school's total cost of 
attendance. Students whose parents opt to apply for PLUS loans but fail the very limited 
credit check for these loans may borrow Unsubsidized Stafford loans at the independent 
student limits, which are about $4,000 higher per year. 

• Borrowers are assessed an origination fee that is automatically rolled into the loan 
balance and repaid as part of the principal balance. The borrower does not pay the fee 
upfront like a true origination fee; it is therefore simply part of the effective interest 
rate on the loan. The origination fees are significantly different for Stafford and PLUS 
loans: 1.05 percent and 4.2 percent, respectively. 


Complicated and Confusing Federal Loan Terms at Repayment 

• The automatic repayment plan for a federal student loan is the standard 10-year 
repayment plan. Under this plan, a borrower makes equal monthly payments in the 
amount necessary to pay off the entire loan, plus interest, in a 10-year period. Most 
borrowers are enrolled in this plan. However, the standard plan is just one of many (up 
to nine) options a student can choose from. Any borrower can request to make 
payments on a "graduated" plan over 10 years where the payments start lower and 
increase gradually. For graduated repayment, payments may not be lower than the 
accruing interest and the highest payment may not be three times larger than the 
smallest in the schedule. 

• Borrowers can request an "extended" repayment plan that allows them to repay the 
loan in fixed payments over 25 years if they have a balance of more than $30,000. 
Extending the term reduces the borrower's monthly payment, but increases the interest 
he will accrue and pay. Under this plan, a borrower may also elect to make "graduated" 
payments with the extended plan and therefore be enrolled in the "graduated 
extended" pian, 

• Extended repayment is not the only way borrowers can lengthen the term of their loans 
and reduce their monthly payments. They can also do so through the "consolidation" 
plan, but the terms are completely different from extended repayment. As the name 
suggests, this option converts a borrower's multiple loans into one, but by far its largest 
benefit is that it allows borrowers longer repayment terms based on their loan balances. 
It allows borrowers with balances of $7,500 to $9,999 to pay over 12 years; borrowers 
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with $10,000 to $19,999 in loans to pay over 15 years; borrowers with $20,000 to 
$39,999 in loans to pay over 20 years; borrowers with $40,000 to $59,999 in loans to 
pay over 25 years; and borrowers with $60,000 or more in loans to pay over 30 years. 
Borrowers can elect to make fixed monthly payments or graduated payments under any 
consolidation plan. 

• Perkins loans must be repaid separately from other federal loans, unless the borrower 
opts to repay them through the consolidation plan. 

• There are three plans that allow borrowers to make payments based on their income 
and household size, and all offer loan forgiveness. They are Income-Contingent 
Repayment, Income-Based Repayment, and Pay As You Earn, Each one has different 
repayment terms and eligibility rules. Some borrowers may qualify for all three, some 
only for one, and others qualify for none. 

Direct Loan Portfolio by Repayment Plan 
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Source: National Student Loan Data System (NSLOS); New America Foundation 

Includes outstanding principal and interest balances of Direct Loans in Repayment, Deferment, and Forbearance 


* Clualifying borrowers with very low incomes need not make any payments on their 
student loans if they are enrolled in one of the income-based repayment plans listed 
above. Separately, borrowers need not make any payments on their loans for a limited 
time if they are enrolled in any of the other repayment plans and are granted 
"forbearance," There are two different types of forbearances and multiple ways to 
qualify for each. 
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• During repayment, a Subsidized Stafford loan does not accrue interest if the borrower 
applies for and is granted a deferment (i.e. postponement of payments) because he is 
unemployed or experiencing an economic hardship at any point during repayment for 
up to three years. Borrowers can qualify for the same deferment for Unsubsidized 
Stafford loans, but those loans accrue interest, though it need not be repaid during 
deferment. Again, many borrowers have both types of loans. 


Recommendations to Simplify the Federal Student Loan Program 


Set One Loan Limit for Alt Undergraduates, Irrespective of Their Dependency Status 

Policymakers should simplify the federal loan program by eliminating the distinction between 
dependent and independent undergraduates and allow both types of students to borrow the 
same amount of loans. Annual limits for all undergraduates should be $6,000 for a first year 
student, $7,000 for a second-year student, and $9,000 for a third-, fourth-, or fifth -year 
student. The aggregate limit for undergraduates should be $40,000. 

Note that those limits are higher than dependent undergraduates can currently borrow on their 
own but less than independent undergraduates can take out. The current loan limits for 
independent students can lead to excessive amounts of debt. As of now, an independent 
undergraduate student who borrows the maximum in federal loans would begin repayment 
with a principal and interest balance of approximately $74,000, an amount that would require 
$486 monthly payments over 30 years to repay under the currently available repayment plans. 


End the Subsidized Stafford interest Rate Benefit, and Let Income-Based Repayment Subsidize 
Repayment 

Since the passage of the Higher Education Amendments of 1992, all undergraduate borrowers 
have been able to take out federal Stafford loans regardless of income or other need-based 
tests, at terms that have been generally more favorable than those in the private market,^ Prior 
to the enactment of that policy, the federal loan program allowed only financially needy 
students to borrow.^ These loans had always included an interest-free benefit under which the 
loan would not accrue interest while the borrower was in school. However, when policymakers 
opened up the federal student loan program to borrowers of all income backgrounds in 1992, 
they maintained the interest-free benefit for borrowers who met a needs analysis test that 
accounted for the cost of attendance at students' institutions, but did not provide a similar 
benefit for other borrowers. 
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That interest-free benefit remains the distinction between the two loan types for 
undergraduates that still exist in today's program: Subsidized Stafford loans and Unsubsidized 
Stafford loans, with Subsidized Stafford loans carrying the interest-free benefit. Again, 82 
percent of recent undergraduates who have a Subsidized Stafford loan also have an 
Unsubsidized Stafford loan. 

Ending the benefit would remove a confusing and oftentimes misunderstood distinction 
between the loans and it would result in only one type of federal loan for undergraduates. The 
entire program could then be called “Stafford Loans," dropping the Unsubsidized and Subsidized 
prefixes. 

While that would result in a reduction in benefits for some borrowers. Congress should keep 
two facts in mind before opposing the change. First, subsidized Stafford loans do not always 
provide the lowest-income students with the greatest benefits. Because they are awarded to 
borrowers in part according to the cost of attendance of their schools, a borrower with a high 
family income will be eligible for the loans if he attends the most expensive type of institution 
or has siblings in college at the same time. About 12 percent of borrowers who receive 
Subsidized Stafford loans come from families earning over $100,000 per year.'' Second, 
providing an income-based repayment plan better aligns a borrower's ability to repay with what 
he actually pays on the loans, whereas Subsidized Stafford loans are provided to borrowers 
based largely on their family income when they enter school. 


End Grad PLUS, but Increase Stafford Loan Limits for Graduate Students 

Policymakers should end the Grad PLUS loan program. This program allows graduate and 
professional students to borrow up to the full cost of attendance at an institution of higher 
education, with no time or aggregate limit. Such a policy, especially when coupled with loan 
forgiveness and income-based repayment, can discourage prudent pricing on the part of 
institutions and sensible borrowing by students. However, policymakers should increase the 
annual limit on Unsubsidized Stafford loans for graduate students from the current $20,500 to 
$25,500 to modestly replace some of the borrowing ability graduate students will lose when the 
Grad PLUS loan program is eliminated. 

Under this proposal, graduate students would borrow only one type of federal loan with 
uniform terms and limits. Combined with the recommended changes to undergraduate loans, 
ail federal student loans could then be called "Stafford loans" but with a distinction for graduate 
and undergraduate terms. 


Even with an increase in the Stafford loan limits, ending the Grad PLUS program will cause some 
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graduate students to turn to the private loan market to partially finance their educations. This 
would ultimately be beneficial in addressing the high costs of graduate schools. If institutions 
can no longer rely on PLUS loans to fund their high-tuition programs and if the private market is 
responsive to the ability of borrowers to repay, then graduate schools may have to set their 
pricing based, in part, on students' expected earnings. Since those in graduate school already 
have an undergraduate degree and are preparing for a profession. It is more reasonable to 
expect that loans above the Stafford limits be based on prospective ability to repay. 
Underwriters will likely focus most intently on institutional characteristics to determine risk, 
meaning that programs that poorly prepare students to repay their debts will not find that their 
students can access much credit in the private market, which should change institutional 
behavior in terms of quality and pricing. 


Income-Based Repayment Should Be the Only Repayment Plan 

Congress should eliminate all of the different repayment programs and replace them with one 
income-based repayment plan similar to those in place now, but with a few essential changes. 
Those changes would ensure that the plan does not provide high-income borrowers with loan 
forgiveness; does not allow graduate students to finance most or all of their educations through 
loan forgiveness, regardless of price; and does not indemnify or reward schools when they 
charge more, and students when they borrow more. The current program does not sufficiently 
guard against those outcomes, as is documented in a number of past publications and a 
forthcoming research paper.^ Department of Education data also indicate that students with 
debt from graduate school are predominantly using the Income-Based Repayment plan given 
that the average balance in the program is $55,769, significantly above the federal loan limits 
for undergraduates (reliable information for the Pay As You Earn plan is unavailable).^ 

Here are some illustrations of how Pay As You Earn in its current form does not guard against 
the outcomes listed above. The examples were generated using the New America Foundation's 
IBR calculator. Each assumes a household size of one. Note that borrowers can exclude a 
spouse's income from the IBR and Pay As You Earn calculations; they may, however, still include 
the spouse in the household size calculation.^ Thus, if the household size were larger, the loan 
forgiveness figures would be larger due to the increase in the income exemption. 

• A borrower has an outstanding federal loan balance of $60,000 with an average interest 
rate of 6.25 percent from undergraduate and graduate studies. He earns a starting salary 
of $43,000 (with an AGI of $38,700) and an 8 percent annual salary raise every year. In 
ten years his salary is therefore $86,000. He works at a 501(c)(3) tax-exempt non-profit 
organization for those 10 years. After his tenth year of payments, he has $61,185 
forgiven, the remaining balance on his federal student loans at that point. 
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• A borrower has an outstanding federal loan balance of $100,000 with an average 
interest rate of 6.5 percent from graduate studies. He earns a starting salary of $60,000 
(with an AGI of $54,000) and a 6 percent annual salary raise every year. In ten years his 
salary is therefore $87,000. He works at a 501(c)(3) tax-exempt non-profit organization 
for those 10 years. After his tenth year of payments, he has $119,000 forgiven, the 
remaining balance on his federal student loans at that point. 

• A borrower has an outstanding federal loan balance of $65,000 with an average interest 
rate of 5,4 percent from undergraduate and graduate studies. He earns a starting salary 
of $45,000 (with an AGI of $40,500) and a 3 percent annual salary raise every year. In his 
tenth year of repayment he receives a promotion and his salary jumps to $90,000. He 
continues to earn a 3 percent annual raise. He works in the private, for-profit sector for 
his entire career. After 20 years of payments on his federal student loans, he has the 
remaining balance,$54,000, forgiven. He is earning a salary of $120,000 at that point, 

• A borrower has an outstanding federal loan balance of $120,000 with an average 
interest rate of 6.0 percent from graduate studies. He earns a starting salary of $70,000 
(with an AGI of $59,500) and a 3 percent annual salary raise every year. In his tenth year 
of repayment he receives a promotion and his salary Jumps to $110,000. He continues to 
earn a 3 percent annual raise. He works in the private, for-profit sector for his entire 
career. After 20 years of payments on his federal student loans, he would have $128,000 
forgiven, the full remaining balance on his loan at that point. He is earning a salary of 
$148,000 when his loans are forgiven. 

There are multiple ways to address the current problems with Pay As You Earn. The following 
changes below are my recommendations that address the issues highlighted above but ensure 
that the program still provides an essential safety net for borrowers: 

1. Maintain the lowest-available-payment calculation (10 percent of Adjusted Gross 
Income after the exemption of 150 percent of the federal poverty guidelines) but only 
for borrowers with AGIs at or below 300 percent of the federal poverty guidelines 
(about $34,000 for a household size of one). Borrowers with AGIs above 300 percent 
should pay 15 percent of their AGI after the exemption. 

2. Link the loan forgiveness timeframe to the amount borrowed. Maintain the loan 
forgiveness timeframe of 20 years of payment, but only for borrowers whose loan 
balances when they entered repayment do not exceed $40,000. Borrowers with higher 
initial balances would qualify for loan forgiveness after 25 years of repayment. 

3. Limit the amount of debt that can be forgiven under Public Service Loan Forgiveness. 
The program currently provides unlimited loan forgiveness to a very broad category of 
"public service" that captures 25 percent of the U.S. workforce.® Then consider 
accelerating when it is provided so that a borrower with an undergraduate level of debt 
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could benefit. (Because borrowers must make payments for 10 years to qualify, 
undergraduates are far less likely to have any debt remaining at that point, while 
graduate students are far more likely to have debt remaining, and forgiven.) For 
example, borrowers could receive $5,000 in loan forgiveness after five years of 
qualifying payments and an additional $5,000 after a subsequent five years, thereby 
limiting loan forgiveness to $10,000 and providing earlier benefits so that students with 
only debt from undergraduate studies could benefit. Lawmakers should also define 
"public service" more narrowly than the current rules so that only certain professions or 
job categories qualify. 

4. Eliminate the maximum payment cap. Borrowers must always pay based on the income 
formulas, no matter how high their incomes are. The current program bases a 
borrower's payments on his income until they reach what he would pay if he repaid his 
initial loan balance according to a lO-year fixed payment plan. 

5. Instead of Adjusted Gross income, the program should base payments off of a broader 
measure of borrowers' incomes. Adjusted Gross income allows for generous exclusions 
which includes retirement savings, fringe benefits, and above-the-line deductions. The 
program should base payments on all wage and other income before pre-tax benefits 
and above-the-line deductions. 

6. Policymakers should also require borrowers to agree in the promissory note they sign 
upon borrowing to allow their loan servicers and the U.S. Department of Education to 
access necessary information from their most recent federal income tax return to 
calculate payments based on income. This will help make income information 
automatically available to the Department so that it may calculate borrowers' payments 
without waiting for information from borrowers as is the case in the current system. 

With the proposed changes in place, income-based repayment is then the single best option for 
repayment. Most importantly, making income-based repayment the only repayment option 
gives borrowers automatic access to the plan with the most risk protections without requiring 
that they first know it exists and then complete a complicated enrollment process each year. It is 
likely to reduce delinquency and defaults for the greatest number of borrowers when compared 
to any other of the repayment plan, although it is impossible to know by how much given how 
little we know about what causes borrowers to miss payments. Lastly, IBR significantly changes 
the effect interest rates have on the loans. Borrowers' monthly payments are not dictated by 
the interest rate charged on the loan, because payments are based only on income. To be sure, 
the interest rate could change the duration of the loan (i.e. how long a borrower pays), but 
borrowers with persistently low incomes would be shielded from those effects as the added 
interest would eventually be forgiven. 
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Create an Embedded 10-Year Repayment Option 

While income-based repayment would be the only repayment plan available, borrowers should 
be told how much they would need to pay each month in order to retire their debt in 10 
years— thus mimicking the standard repayment option. This is a simple option to add because 
federal student loans allow borrowers pay off their loans faster than is required, without 
penalty. 

Under this "embedded option" each month a borrower receives his bill (or when he logs into 
the servicing website) he can see the amount he needs to pay to stay on a 10-year repayment 
plan based on when he began repaying. Generally, the payment he must make according to the 
income based repayment formula would be his "minimum monthly payment," In some cases it 
could be higher. If a borrower has a higher income, then his income-based payment would be 
higher than payments under the 10-year plan (because this proposal also eliminated the 
payment cap that exists now under the Income-Based Repayment program). Thus, higher- 
income borrowers could be required to pay off their loans faster than a 10-year plan would 
allow. Borrowers with low initial balances would, as well. Even so, required payments would 
still be based solely on income. 

The embedded option ensures that borrowers do not need to enroll in Income-Based 
Repayment when they need the assistance, but it also allows borrowers to always pay faster if 
they want to (thus eliminating any extension of repayment that Income-Based Repayment may 
incidentally encourage) and gives them a target -the 10-year payment plan - against which to 
gauge their decisions. 


End Deferment and Forbearances 


Congress should end the deferment and forbearance benefits on federal student loans except 
for borrowers who are in school or in a few special cases, such as military deployment and 
certain teacher loan forgiveness programs. Income-Based Repayment already includes an 
exemption for "non-discretionary" income that is equal to 150 percent of the federal poverty 
guidelines, adjusted for household size. It is approximately $17,700 for a family of one. Thus, 
borrowers with low incomes need not make payments or may be required to make very small 
monthly payments. 



Ill 


Conclusion 

Student loans are an increasingly necessary way for students to help finance their 
postsecondary educations. But the current system presents them with too many options and 
choices, both on the front end when they decide to borrow and especially when they enter 
repayment. Even worse, the smallest benefits are automatically available to all borrowers while 
larger benefits with the most protections are available only to those who know about them and 
have the time and wherewithal to navigate the enrollment processes. The suggestions outlined 
in this testimony would make the programs more straightforward to students, with clearer 
benefits that are better targeted. 


Respectfully Submitted, 

Jason Delisle 

Director, Federal Education Budget Project 
New America Foundation 
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Chairman Kline. Thank you very much. 

Thanks to all of you. 

I didn’t hear any of you say that you thought we ought to have 
a more complicated system. Just when I am convinced that it 
would be impossible for us to make a more complicated system, I 
look around and we have done so. 

So, I am delighted that there seems to be a consensus among you 
and I am guessing among our colleagues here on both sides of the 
aisle — ^but we will see as we go forward — that what we have now 
is too complicated and so it doesn’t get used in some cases, it gets 
abused in other cases. Mr. Delisle sort of challenged the members 
of the committee to explain the four, five, nine, hike different ones, 
and nobody here is going to take that challenge I don’t think — 
maybe Mr. Hinojosa, but — 

So I think that there is a growing consensus that we have a com- 
plicated system that must be changed. 

So let me start with you, Ms. Conklin. You must have heard from 
some people that oppose creating a single source of loan and grant 
funds. Who are those people and what do you say to them? 

Ms. Conklin. I hear most people object to the idea of picking and 
choosing from options. So what we recommend, through this HCM 
technical panel, is a holistic look at the — at a single grant and a 
single loan program because it can promote college affordability so 
much better than the alternatives. 

It can make it much easier for students to apply. We expect 
many more students will be eligible. We can pay for that with sav- 
ings in the loan program in the ways that Jason has identified, 
where we transfer the subsidy to the back end of the loans. 

It finds savings that will allow us to shore up the Pell Grant pro- 
gram beyond 2014, when deficits are projected again. According to 
the Southern Education Foundation, half of our students in school 
today are on free and reduced lunch. It is highly likely that they 
will be needing a Pell Grant and we need to find savings to make 
sure and support them. 

Three, it helps more students graduate and graduate on time. 
The biggest college affordability issue we face is students who grad- 
uate — who fail to graduate but have debt, so this debt with no de- 
gree, or who take five, six, seven, eight years, and every year they 
are paying more tuition and losing income. That is an affordability 
crisis. 

And last, again, the significant loan aversion we see for low-in- 
come students who don’t understand this process. Again, if you look 
at this holistically instead of picking and choosing different provi- 
sions, you can create a program that is much simpler, we think 
that many more of the Pell Grant students who turn down loans 
today will be inclined to borrow and, therefore, go full-time and 
complete on time. 

Thank you. 

Chairman Kline. I think I understand the arguments for this, 
but I guess let me try the question again. When you — HCM, you 
put your report out there and you explain this program, you never 
run up against somebody who says, “No, we shouldn’t do that”? 

Ms. Conklin. We were surprised by how remarkable the con- 
sensus was for the general recommendations we proposed. 
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Chairman Kline. Okay. Fair enough. As I said in my remarks 
just a minute ago, there does seem to be a growing consensus that 
what we have now is just awful. 

Dr. Baum, you limited your remarks to the Pell Grant program. 
It is huge. 

And I think one of you — somebody noted that it has essentially 
doubled over the last few years but is leveling, and it looks like we 
are actually going to see a dip and make money, if you will. That 
is a poor choice of words, but that probably won’t continue. 

So if we go to simplification as one of our goals here, not just for 
loans but for others, will that help to stabilize the Pell Grant — keep 
this kind of thing from going on? And how would that work? 

Ms. Baum. Well, I think that simplification can help all aspects 
of the program. Let me just say, in response to the question that 
you asked about why there is opposition to simplification, nobody 
is opposed in principle to simplification, but the fact is, any 
changes that you make are going to have — change the benefits that 
some people get. And it is very difficult for people who are used to 
a system being the way it is not to focus on the loss that individual 
students might experience. 

And I think that Congress has to be very careful in modifying 
the program to look at who is going to benefit and who is going to 
be hurt. But we will be immobilized if we think that if we find an 
individual student who ends up worse off we can’t move forward. 

One important issue and one of the issues that I have focused 
on a lot is that Pell Grant recipients and student aid recipients al- 
together include not just our vision of young people from low-in- 
come households but also adults. I mean, this is really a workforce 
education program that pays to get people the skills that they need 
to be productive workers, and I think people focus either on one 
group or another. Both groups are very important. 

But it is the kind of thing where people are focused on what will 
happen to one group if we make a small change, and I think that 
a careful analysis and careful approach to reform will help that. 

In terms of simplification and the budget, if we can predict — if 
students can predict ahead of time what they are going to get, we 
will be more able to predict who is going to benefit. If students 
have incentives to progress in a timely manner we should be able 
to give students more money to cover their studies while giving 
them money for a shorter period of time, and that can save money. 

If we are careful about defining who is eligible for benefits, for 
example, in the ways that Jason discussed, making sure that the 
loan program works correctly — we can target the program effec- 
tively and we can control its costs without depriving the students 
who really need the funding from those benefits. 

Chairman Kline. Thank you. 

My time is expired. 

Mr. Hinojosa? 

Mr. Hinojosa. Thank you. 

I have lots of questions and want to start with Jennifer Mishory. 

Ms. Mishory, some proposals to link loan repayment to a bor- 
rower’s wages would eliminate student loan forgiveness options, 
something that I consider to be very important, especially those of 
us who represent regions with a high percentage below the na- 
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tional poverty level. Are loan forgiveness options important if a 
borrower is repaying based on a percentage of their income? 

Ms. Mishory. We think that loan forgiveness options are very 
important in any reform. They both give students and borrowers a 
light at the end of the tunnel, so if someone has been paying for 
20 , 25 years, they are at a point when they should be starting to 
think about retirement — should have started to think about retire- 
ment before then. And we want borrowers to be able to move on 
with their life. 

The system perhaps didn’t work for them. You know, they paid 
for 20 years and they didn’t get the returns that they expected 
when they entered school. So we think that kind of forgiveness is 
very important. 

And we think that public service loan forgiveness is very impor- 
tant. You know, it provides students from low-and moderate-in- 
come families with the ability to serve their communities, to serve 
their country. It provides us with students who may be interested 
in entering the workforce and filling jobs where we actually need 
more public service workers and really giving them the ability to 
do that. 

And it allows those talented and dedicated young people who 
may, again, be from low-and moderate-income families to really 
find a good skills match for their skills in the public service. 

Mr. Hinojosa. Thank you. 

Ms. Conklin, in your testimony you recommend moving to a sin- 
gle income-based loan repayment system. When other countries 
have moved to similar systems they are frequently paired with 
strong, front-end protections for the students to control the college 
costs. 

Could an automatic income-based repayment system reduce pres- 
sures on colleges to control costs? And likewise, could it reduce the 
pressures on students to borrow less? 

Ms. Conklin. Thank you, Mr. Hinojosa. 

So one of the recommendations that is implicit in one loan pro- 
gram is to eliminate both the PLUS and the Grad PLUS loan pro- 
grams, which don’t have time limits and we think create an incen- 
tive for institutions to not restructure their costs in the way they 
need to do to get tuition to a more moderate rate. 

So again, what we do in creating one default income-based repay- 
ment program is we actually raise the loan limits within that pro- 
gram. We set one for undergraduates, one for graduates, and we 
hope that while that is lower than what is currently available if 
you are availing yourself of a PLUS loan program, that that will 
be sufficient to pay for school for most students and will create 
some downward pressure on the higher-priced institutions to re- 
structure their costs. 

We also look at the role of states. The American Dream 2.0 Coa- 
lition was very clear that the role of states is to create more low- 
cost pathways, and so it is very important for states to do that. I 
don’t think that is a federal role; I think that is the states stepping 
up on their historic role, sir. 

Mr. Hinojosa. Thank you. 

Dr. Baum, you propose determining Pell eligibility just once 
when students are juniors in high school and allowing that eligi- 
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bility to last through age 24 . Could you elaborate on how this sim- 
plification would encourage more low-income students to apply to 
college while reducing the burden on institutions of higher edu- 
cation? 

Ms. Baum. So the idea of having people apply just once is impor- 
tant because it means that people don’t go through this bureauc- 
racy over and over. It means that they know ahead of time how 
much money they will get. 

And, again, as I said in my testimony, if you — it is sort of — you 
are saying to people, “You have this money,” and it is theirs not 
to spend. And that can make a significant difference. 

The amount of bureaucracy that goes on now at institutions to 
verify what people say on their FAFSAs — I mean, you can write 
anything you want to on your FAFSA, right, and so what we have 
to do is compare it to the tax forms and it is all very complicated. 
And that is a waste of everyone’s resources and we could eliminate 
that. 

Mr. Hinojosa. I understand. 

I am running out of time but there are two questions that are 
very important to me. One is that in the years of 2002 through 
2010, under the Bush administration, there were Pell Grants of 
3,000 to 3,400, and two years I remember they wanted to either 
eliminate it or cut it in more than half because we needed that 
money for war. 

Yet, when they lost the majority I remember having presidents 
and chancellors come to my office, because by then I was chairman 
of the committee, and they said that one of their highest priorities 
was to raise the Pell Grant because middle-income families were 
hurting badly. And all of this to say that we were trying to get out 
of recession. 

So, I want members of our committee to be able to see that chart 
in your remarks and understand why that happened. And lastly, 
that we increased minorities — Hispanics and African Americans — 
going to community colleges and to universities because it became 
more affordable and accessible. Thank you. 

Chairman Kline. Gentleman’s time has expired. 

Mr. Petri? 

Mr. Petri. I thank you, Mr. Chairman. 

I noticed in your prepared testimony that everyone except, I 
think. Dr. Baum, who was more talking about grant programs, en- 
dorsed making some form of income-based repayment the auto- 
matic or sole repayment option for federal student loans. And I 
would really like to ask each of you — and. Dr. Baum, if you would 
care to comment on it as well — if you could elaborate on your 
thinking regarding the potential benefits of making income-based 
automatic, in terms of simplification and other goals that we are 
pursuing in the reauthorization. 

Who would like to start? 

Ms. Baum. I will start, since I didn’t say anything about it. I to- 
tally support that proposal. 

It is too complicated for students. Not enough people are partici- 
pating in the program. And making it the default option would 
make more students be able to benefit from it, but we do need to 
make the kinds of revisions that Mr. Delisle has proposed in order 
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to make this an efficient program, and many of those provisions 
are in the bill that you have proposed about income-based repay- 
ment. 

Mr. Petri. Ms. Mishory? 

Ms. Mishory. Sure. I mean, I think that for students who are 
trying to figure out their options when they leave school, having a 
simple, streamlined process can be huge and can be very helpful. 
We were actually down in Miami last week doing roundtables with 
students and talking about the kinds of information that they need 
and what they know about different programs, and none of the stu- 
dents we talked to had actually heard of income-based repayment. 

And, so you know, that is the problem, right? This is a program 
that can be very helpful to a lot of students and we need to make 
sure that we are providing this policy in a way that students know 
that it is there for them so they can understand what types of risks 
they may be taking on and really encourage them to go to school 
and take out loans when they need to. 

And then when they — on the back end, when they might be 
struggling to repay those loans, we do face a high default rate for 
student loans and we want to make sure that we can cut into that 
by doing things like streamlining this process. 

Mr. Delisle. So I hear a lot of people say, when we talk about 
our student loan system in the United States they point to other 
countries, like the U.K. or Australia, that have income-based re- 
payment programs, and then they say, “Why don’t we have some- 
thing like that?” We do. We do have something exactly like that, 
it is just not automatic. 

So I think when people ask that question what they are saying 
is, “Why don’t we just make it automatic then, if we already have 
it?” 

So what we have done is we have — I mentioned in my spoken 
testimony about the Department of Education automatically enroll- 
ing people in the 10-year standard repayment, which is basically 
your highest monthly payment, and then we sort of let them maybe 
find their way to the more generous, more beneficial options in the 
loan program. But if they are there, why not just start people in 
those programs to begin with and why not just make that the only 
program, especially since it provides people who need the most help 
with it automatically? 

Now, there are people using the income-based repayment pro- 
gram. People who have figured this out, that this is available, are 
graduate students. The average outstanding loan balance in in- 
come-based repayment right now is about $57,000. 

Now, we heard at the beginning the average amount of debt that 
an undergraduate leaves with is around $25,000, and in fact, the 
federal government caps how much an undergraduate can borrow 
well below $57,000. So what we have got is we have got a program 
here where the graduate students have figured it out and the peo- 
ple who really need the help — the undergrads — aren’t necessarily 
using the program. 

Ms. Conklin. Mr. Petri, I want to echo what my group has said 
and again, what we — I said to the chairman that there is a remark- 
able amount of consensus in the reform community for the pro- 
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posals that, frankly, you were an early leader on, and so I com- 
mend you for that. 

I am actually going to respond that one of the reasons for the in- 
come-based repayment and the simplification and the default op- 
tion we talk about is to put student success at the center of what 
we do. We see there is some really good data out of Wisconsin look- 
ing at individual students, and at least 20 percent of Pell Grant 
students fail to even take a single loan and up to half of students 
do not take the amount they are eligible for. 

What does that mean? They are much less likely to go full-time. 
They are much less likely in that first year to make the progress 
they need to make that we know is associated with success. 

Some of them are much less likely to go to the more selective in- 
stitutions we know they are likely to attend. That is that under- 
matching phenomenon you may have been reading about lately. 

So really understanding early, whether you are a traditional or 
nontraditional student, that this is a single loan repayment option, 
and what your repayment terms will look like is, I think, a way 
to put student success at the center of our loan programs. 

Mr. Petri. Thank you, thank you all. 

I just have 20 seconds left so I just want to make one comment 
that was touched on, I think, especially in Ms. Mishory’s testimony, 
and that is where and how, if we simplify the program, we focus 
the subsidies that — there are inevitably going to be subsidies that 
people who just can’t repay their loans, and if — and whether they 
are — and how we should be — if we should be applying subsidies 
also to higher-income people and others because they are doing 
something that sounds good, but — anyway, that is a discussion for 
another day. 

But if we have a pot of subsidies, we should have a rational dis- 
cussion as to on what basis they should be given rather than just 
have an automatic preference for some people who, when you have 
analyzed the situation, may not deserve it. 

Chairman Kline. Gentleman’s time is expired. 

Mr. Bishop? 

Mr. Bishop. Thank you very much, Mr. Chairman. You know, 
you said before the — who are the people that are opposed to one 
grant, one loan, and I hate to see you disappointed, Mr. Chairman, 
so I thought that I would — 

Chairman Kline. Will the gentleman yield? 

Mr. Bishop. Of course. 

Chairman Kline. I knew I could count on you. 

Mr. Bishop. Thank you, Mr. Chairman. 

But before I talk about my skepticism regarding one grant, one 
loan, one work, I sincerely do want to thank you for this hearing 
and thank the panel. This has been great. Lots of great ideas. 

I think in all seriousness, Mr. Chairman, we should be doing a 
couple of these. Because there are lots of issues here. We are not 
going to be able to cover them all in one hearing. 

So thank you all very, very much. 

And, Dr. Baum, I am going to kind of focus on you because you 
are proposing the elimination of the campus-based programs, 
which, I will say respectfully, I think is a bad idea. And let me tell 
you why. 



118 


I used to administer campus-based programs. I was a financial 
aid director for 7 years way, way back. And what I found was the 
most helpful about the campus-based programs is that they were 
a way of, you know, what I always call putting out fires. They were 
a way of dealing with students whose circumstances had changed, 
or that the traditional programs, the external programs, the enti- 
tlement programs didn’t give them what they needed. 

And so to give the financial aid officer the discretion that he or 
she could then apply to save enrollments — I mean, we have two 
problems here. We have an access problem, and I think you could 
make an argument that one grant, one loan, one work would be as- 
sessed with an access problem, but we also have a completion prob- 
lem, and I think if you were to eliminate campus-based there 
would be a serious concern with respect to completion. 

Because if you look at it, the traditional private, not-for-profits, 
they discount aid, they have institutional aid, so they could address 
that issue. But the state schools don’t really discount aid, and so 
unless they have endowment income or, you know, philanthropy, 
they are not going to have their own resources to provide. And the 
for-profits do very little in the way of discounting aid or what we 
would call traditional institutional grant aid. 

So I am concerned that in the overall heading of simplifying, that 
what we are really going to do is deny a resource to the campus 
aid officer that has used it, you know, millions of times a year to 
save enrollments. 

I would like to hear your comment. 

Ms. Baum. Well, I would note that I am not proposing taking this 
money away from campuses. I am proposing distributing it to cam- 
puses differently. 

Right now some campuses get a lot of the campus-based money 
just by historical reasons, and many of the campuses that enroll 
many needy students don’t get much of it. So if we allocate the 
funds to institutions based on their success with low-income stu- 
dents, they will have the opportunity to use the money to put ei- 
ther directly into students’ pockets or to support the students — 

Mr. Bishop. If I may, but if we go to one grant, one loan, one 
work, which is what I am hearing, one grant presumably is Pell, 
right? And unless we are going to restructure the way we award 
Pell, then, that is going to money that, I mean — and yes, we are 
going to add to the funding for it, but that is money that is going 
to be available to the student up front. 

Ms. Baum. No, so my proposal would put money in the institu- 
tions that they could use to give institutional grants to students. 
It wouldn’t interfere with the — 

Mr. Bishop. I am not trying to be argumentative. So you are not, 
then, advocating one grant, one loan, one work? 

Ms. Baum. In my view, I am advocating one grant to students 
from the federal government. 

Mr. Bishop. Now I am thoroughly lost, but with this as a discus- 
sion perhaps we can continue. 

I want to go to a point that Ms. Mishory made, which I think 
is really, really important and none of us should lose sight of this. 
What you said — what I heard you say — was that the aid process 
ought to be simpler. I think we all agree with that. But we ought 
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not to reduce supporting — we ought not to reduce the total amount 
of student financial aid that is available. 

And I think what is important for us to all recognize is that is 
precisely what we are doing. We are reducing the total amount of 
aid that is available to students. 

Current law: Pell Grant will go down by $310 next year and $400 
the year after unless we change current law. Sequestration is cur- 
rent law. That has resulted in a $37 million reduction in SEOG in 
the current year, and a $40-some million reduction in SEOG next 
year. 

College Work Study: There has been a $49 million reduction in 
College Work Study this year, and next year another $79 million 
unless we change current law. That is what we are dealing with. 

And current law, the Perkins Loan program goes away in 2015. 
That is $1.2 billion a year taken out of the student loan program. 

So we can simplify all we want, and I would urge us to do so, 
but let us not do so at the cost of the assistance that students very 
badly need. Yet, that is precisely what we are doing and we ought 
not to let a focus on simplification be, in effect, a fig leaf for what 
we are really doing to students, which is taking away resources. 

With that, Mr. Chairman, I will yield back. 

Chairman Kline. I thank the gentleman. 

Ms. Foxx? 

Ms. Foxx. Thank you, Mr. Chairman. 

At a recent meeting, I had an agreement with Ranking Member 
Miller, and I have to say that I have a little bit of an agreement 
with Mr. Bishop in terms of keeping campuses involved in ways 
that they are dealing with students. Having worked on a campus 
myself and worked with — I wasn’t a financial aid director, but I 
worked with Upward Bound, special services, and orientation and 
academic advising — 

Mr. Bishop. Will the gentlelady yield? 

It is only a very select group that are chosen to be financial aid 
directors. 

Ms. Foxx. But I think he makes a really good point about the 
need to keep campuses involved with what is happening with the 
students in terms of aid. 

But, Ms. Conklin, I would like to ask you a question. The com- 
mittee has been grappling with the question of what information 
the federal government should make public to help students and 
families make informed decisions about their postsecondary edu- 
cation options, and there are certainly plenty. 

If we were to drill down to five or six data points that are abso- 
lutely necessary for students to have to make good decisions, what 
do you think those points would be? And maybe a little bit about 
how they could be presented to the students? Some people have ex- 
panded a lot on what should be made available, but just brief com- 
ments about that. 

Ms. Conklin. Thank you for your focus on transparency. Again, 
the Hart research that we did with the Winston Group showed that 
this was the most important issue to voters — was to increase trans- 
parency and improve their decisions. 

HCM led a project called the Voluntary Institutional Metrics 
Project and we had a group of, very diverse group of institutions — 
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not-for-profit, for-profit, and public — come together and agree on 
five metrics. Those are useful metrics to answer your question. 

The first are progression and completion metrics — the kind that 
a number of states have voluntarily agreed to report already; loan 
repayment, input-adjusted of course, if possible; cost per degree or 
net price, two sides of the same — two important metrics; recent 
wages of recent graduates; and a learning metric. And so I would 
start with that. 

I think from an investor perspective at the federal level you also 
need to know what — regularly how many — the percentage of Pell 
students an institution enrolls and how well they do, what is their 
completion statistics. 

Ms. Foxx. Thank you very much. 

Mr. Delisle, your testimony raises some interesting suggestions, 
but you didn’t really touch upon ideas about how to encourage com- 
pletion. And I realize in this whole debate we have been having in 
the last couple years how the emphasis has changed from access 
to all of a sudden everybody is interested in completion. 

Is there a way for the federal government to encourage college 
completion with the needs of nontraditional students, many of 
whom have to balance family or jobs with their academics? 

And I am going to give a prize to anybody who can come up with 
a way to stop using the word “nontraditional students” because 
what we talk about as traditional students make up like 27 percent 
of the student body now, and something is wrong with this picture. 
So anybody on the panel, if you can come up with a good word, I 
am looking for one. 

Mr. Delisle? 

Mr. Delisle. So, I wanted to keep my testimony today — you are 
correct, I didn’t mention anything about incentivizing completion 
explicitly. I wanted to keep the testimony very much so focused on 
the message of simplification and highlighting the complexities 
that exist in the program now. 

Also, when you start talking about adding in provisions that 
might incentivize completion, you tend to start to make the pro- 
gram more complicated rather than simplify it, so there is a very 
difficult tension there between those two goals that I — it seems like 
my testimony skirts them a little bit. 

But I would point out that there are parts of my recommenda- 
tions that would implicitly incentivize completion, — for example, 
the messages around loan limits. For example, you know, parents, 
for example, can borrow whatever the school charges in federal 
loans through the Parent PLUS loan program — whatever the 
school charges and for as long as the student wants to attend. 
There is no aggregate; there is no annual; there is no lifetime limit 
on the amount of money the federal government will lend a parent 
whose student is attending an undergraduate school. 

Well, putting some limits on that or eliminating that program 
and putting higher loan limits in the undergrad limits sends a mes- 
sage that there is a limit to the amount of time you can use federal 
aid to attend college. There are other examples where students can 
borrow for their full cost of living even if they are only attending 
part time. Well, that seems not to make sense and that is an- 
other — 
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Chairman Kline. I hate to interrupt, but the gentlelady’s time 
has expired. 

Ms. Bonamici, you are recognized. 

Ms. Bonamici. Thank you very much, Mr. Chairman, and thank 
you for holding this important hearing. Thanks to you and Mr. 
Hinojosa. 

Thank you to the witnesses for being here. I actually worked my 
way through community college, college, and law school using a 
combination of grants, loans, and Work Study, and although that 
was more than a few years ago, I think you have certainly made 
the case that simplification is needed. 

But I have to say that simplifying the financial aid process is an 
important step, but only one step in helping more students access 
college, and how we simplify, of course, is what we will be dis- 
cussing, and whether that simplification results in more or fewer 
students attending college is going to be important. 

But as a committee we should always be looking for new and cre- 
ative ways to help lower the cost of college, and that includes al- 
lowing colleges to work together to increase institutional need- 
based aid, and also doing what we can to promote reversal of the 
trend of state disinvestment in higher education. 

I want to start by asking Ms. Mishory — and I agree with you 
that too many students are taking on too much debt, and they need 
to be included in this conversation so thank you for your work. Is 
there any part of the financial aid system right now that does a 
good job of listening to students’ needs? And if so, will you briefly 
discuss that? 

Ms. Mishory. Sure. I mean, I think that the Pell Grant program 
itself is a very important program. It helps millions of students ac- 
cess higher education who wouldn’t otherwise have been able to do 
soand it has been a bedrock of the program. So the Pell Grant pro- 
gram is incredibly important for students and I would urge the 
committee to continue and to really prioritize that as we are look- 
ing at reauthorization. 

You know, I think that there are — programs that I think have 
a lot to offer but we could also think about how we could actually 
improve them, and the Federal Work Study program is actually 
something we have been looking at a lot. There is a lot of potential 
there. 

You know, there is the potential to be working and actually get- 
ting experience while you are studying and really combining those 
two processes. I think right now — and Dr. Baum mentioned this 
earlier — the Federal Work Study program isn’t always targeted in 
a way that we would like to see it targeted. Some institutions 
might get it because they have been around for a long time; some 
higher-earning families might get it when we really want to see it 
targeted at lower-and moderate-income families. 

So I think there are things that are absolutely working for stu- 
dents. There are things that we can improve. And there are cer- 
tainly things we can simplify. 

Ms. Bonamici. Great. Thank you. 

And I actually have a bill. Opportunities for Success, that will 
help Pell Grant-eligible students get internships that will help 
them get job experience. So we can talk about that at another time. 
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So many of you are likely aware that my home state of Oregon 
recently passed legislation to study an innovative proposal, Pay it 
Forward, Pay it Back, and we have, actually, representatives from 
Portland State University with us today. So under this system, 
which Oregon is studying — has not implemented, just to make that 
clear — , students would pay no upfront cost for tuition but then 
after graduation would pay back a certain percentage of their in- 
come for a certain length of time. All of these elements are going 
to be considered in the study. 

And frankly, I applaud our state legislature for passing that leg- 
islation to embark on that study because we really need some big- 
picture, creative thinking about better ways to make college more 
affordable and more workable for students. So, I want to hear your 
thoughts on how both Congress could think more creatively about 
affordability and retention, and how can we encourage institutions 
of higher education to do the same? 

And I want to start maybe with Ms. Conklin. And I know that 
your report — your second recommendation is for spurring innova- 
tion, so can you talk about some — let’s think outside the box. What 
are some other ideas to help with college affordability? 

Ms. Conklin. So there were three — thank you very much. I ap- 
preciate that question and agree with you that that idea in Oregon 
is big and creative, and I understand that the study is being care- 
fully watched nationwide. 

A couple ideas. One I would talk about just today and refer you 
to the report for a couple of others. But the first one is to recognize 
that a significant way we lose students, and they don’t succeed and 
the significant way that college becomes more expensive for them, 
is when they spend a lot of time in remediation. 

And so one of the innovative ideas we proposed is to create a new 
Pell-ready grant worth 1,800; test it in five or six states; rigorously 
evaluate it; portion out the money on the basis of how students at- 
tain those college-ready skills; allow them to be regularly tested; 
create some competition for providers — have the states select those 
providers; really kind of set aside 80 percent for low-income stu- 
dents in the high schools, 20 percent for adults who need basic 
skills — we saw the OECD report yesterday, there are 23 million 
Americans who need basic skills. 

So try this way to get students the remediation they need at a 
much lower cost than when at the full price in a traditional pub- 
lic — a postsecondary institution. 

Ms. Bonamici. Terrific. 

And my time is about to expire and I want Ms. Mishory to re- 
spond, as well. Thank you. 

Ms. Mishory. Sure. And we have looked at the Pay it Forward 
proposal and I think that, you know, it is a bold, innovative idea. 
I think we — there are both positives and negatives to the idea. You 
know, I think that we are also carefully watching that. 

But I think we have looked at some ideas around campus aid and 
how we can better send some of that aid to schools that are doing 
a better job with students, and so that is something that we are 
particularly interested in. 

Ms. Bonamici. Thank you. 

Chairman Kline. Gentlelady’s time has expired. 
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Ms. Bonamici. Yield back. Thank you, Mr. Chairman. 

Chairman Kline. Mr. Messer? 

Mr. Messer. Thank you, Mr. Chairman. I appreciate the oppor- 
tunity to be here and this important hearing. I certainly under- 
stand the importance of the federal student loan program; I am 
very much a product of the federal student loan and student finan- 
cial aid program. Stafford loans, Perkins, Pell Grants, all those 
things were part of my life. 

And I want to maybe give Mr. Delisle — is that right? — an oppor- 
tunity to finish his answer from just a few minutes ago and just 
say this: I think one of the things that has changed in the way we 
approach federal student aid or at least needs to change is we had 
a system that was always based on access, and that made sense 
because by and large the numbers were that if you had some col- 
lege you were going to be better off economically in your life than 
no college at all. Clearly that is changed now, and if — unless you 
have a degree of completion in a degree that adds value in the mar- 
ketplace, you are not going to do any better academically — I mean, 
you are not going to do any better economically than you would 
otherwise have done. 

And sadly for many students, if you — leave with tens of thou- 
sands of dollars in debt and have no degree then you are, by defini- 
tion, much worse off because you don’t have a better economic op- 
portunity and you have a lot of debt. And so, I think reforms that 
drive us towards completion are at least something we ought to 
give strong consideration. 

So invite Mr. Delisle to finish, maybe, your answer from a 
minute ago, and any others on the panel that would like to talk 
about what we could do to — or to motivate completion. 

Mr. Delisle. Sure. What I was talking about was that there are 
places where, you know, I think that we have probably gone over- 
board or haven’t thought very carefully about the signals that we 
send to people in the amount of aid that is available and when it 
is available and under what circumstances that are perhaps too 
open-ended. So, for example, on the students who attend part time 
but then can borrow the full loan amount as if they were attending 
full time, so essentially what they are doing is they are using up 
a huge chunk of their loan eligibility for cost of living or whatever 
it might be rather than paying tuition, and we cut that off, and 
then on the graduate side we just let it go and go and go and go. 

Mr. Messer. Sure. 

Ms. Baum. I would like to add that I think that discussions about 
how to structure student aid programs to incentivize completion 
are important, but we shouldn’t just take as given where students 
are. Students have to select programs and institutions that are ap- 
propriate for them, and right now students don’t have the informa- 
tion or the assistance in doing that — particularly older students 
who don’t have high school guidance counselors, who don’t have 
people around them to really help them. 

We need to make sure that students have assistance in making 
the decisions about what to study, where to study, and when to 
study, and then they will be more likely to complete. 

Ms. Mishory. I would just like to echo the comment on coun- 
seling. I think that it can’t be underscored enough. I think right 
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now our high school counseling rate is perhaps one counselor to 
every 476 students in a public high school, and so a student really 
trying to make good decisions for themselves is not getting the kind 
of help that they need. 

Ms. Conklin. Mr. Messer, I think it is important to recognize 
that failing to complete a college credential is not a demographic 
destiny, that it is due in some part to what public policy pays for. 

A recent survey out of Complete College America, based in your 
home state, found that fewer than a third of full-time community 
college students are actually taking enough courses to ^aduate on 
time. They are taking the Pell Grant and they are taking our cue 
that 12 credit hours is sufficient. So in a sense, we are not telling 
them that the expectations are much higher than you realize. 

And in fact, because of the way we price college, where we are 
doing it a la carte by credit, you actually are penalized and you get 
a bigger rebate if you take the fewer credits than if you took the 
15. So we really ask you to examine what are the incentives based 
in what we define as full time. 

Mr. Messer. And not knowing how much time exactly I have 
left, I would just make one other quick comment. If we have time 
I hope to get your response. Hopefully we can explore it in a dif- 
ferent hearing. 

I think a second area is that many of these programs tend to 
only incent four-year degrees in the right — you know, in sort of the 
traditional college where you show up and go to four homecomings, 
you are carrying a backpack. And at least in my district, which is 
19 mostly rural counties with agriculture or manufacturing-based 
economies, folks that could take a technical degree or maybe even 
a trucking course that gave them a 3-month trucking course but 
gave them a job right away and the ability to pay back many of 
these programs right away — what could we do to look at broad- 
ening the array of programs that these financial aid is eligible for? 

Ms. Baum. Well, students are actually able to use their financial 
aid for those programs now. It is just that they don’t know how to 
pick the right program. Some of them are great and some of them 
are not. 

Mr. Messer. I mean, I will tell you, our community colleges and 
others have said that — have talked to me directly about the restric- 
tions on those kinds of programs. So you are saying you don’t be- 
lieve those restrictions are there? 

Ms. Baum. As long as they are credit-bearing. There are non- 
credit courses for which aid is not available and that is an issue 
at community colleges. 

Mr. Messer. Okay. 

Chairman Kline. Gentleman’s time has expired. 

Mr. Pocan? 

You know, new members to the committee are limited to 30 sec- 
onds, so — 

[Laughter.] 

Mr. Pocan. Thank you. I try to do that at the beginning, be very 
brief to make up for now. 

I do just want to say, if I can, before I start with the questions, 
I really am glad to be on this committee, not only, as mentioned, 
my background — I have been a small business owner for 25 years. 
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it is also of a union shop, so when it comes to labor and employ- 
ment issues, hopefully I can bring some of that background to the 
committee. 

But also, I have about 75,000 students in my district. Not only 
do we have the flagship University of Wisconsin — flagship of our 
system, a world-class university, but we also have private colleges 
like Beloit College, which were started before our statehood, 1846. 
We have Edgewood College, Madison College, a technical college, 
many small private colleges. So I’m especially glad to be on this 
committee and I thank you very much for that opportunity. 

I think one of the questions or areas I would like to get to, 
when — I went around this past period and I was at Beloit College, 
and I was at U.W. Madison, I was at a number of high schools, I 
am going to Edgewood College this Saturday, so I do spend a lot 
of time talking to students and folks going to universities. 

You know, we talk about the three parts. One is the affordability 
of school, and I think there is still a lot more conversation around 
that, although, Ms. Mishory, I really appreciate the comment you 
said about public universities. When we got the economic hit and 
the states — 49 states got hit — I was the chair of a finance com- 
mittee at the time. We did decline our support and we have contin- 
ued to decline our support to our state university, like we have 
seen in many other states, and that has had a really big impact. 

We talk about the availability of financial aid, making sure we 
have got loans available — and as Mr. Bishop said, things like Pell 
Grants and things that are being hit because of the sequester. I am 
a Pell Grant recipient, loan recipient. That is how I got through 
college. It is real important. 

But one of the things that came up, the third area I talk about, 
is how you make sure that you are able to pay for those loans after- 
wards. When I went to school it wasn’t as many years you had to 
pay it off. Between 1982 and 1986 when I went to school, you 
know, it was a little bit easier. 

Now they have become longer-term loans, much more debt. And 
we have got a group in Wisconsin that has helped us look at the 
thinking around this a little bit. I talked to a student when I was 
home this last period who has some loans at 6.8 percent, literally 
left college to go join the military so they could come back and get 
a free education after that point, but they still have the 6.8 per- 
cent. 

And I think one of the issues that came up from a group in Wis- 
consin and we have done a bill on, and it hasn’t really been ad- 
dressed but I would love to hear your perspectives, is the potential 
to be able to make it easier to refinance loans. You know, one of 
the things is if people are paying either higher interest rates or 
longer-term loans they are having a used car instead of a new car 
and not helping the economy; they are renting rather than buy- 
ing — again, not necessarily stimulating the economy. 

And, Ms. Mishory, you specifically talked about that 15 percent 
not paying, but I would love to hear any of your perspectives on 
the idea of maybe making it easier to refinance at current rates 
and what that might be able to do to help overall. 

Mr. Delisle. Well, first of all, there — ^you can refinance the loans 
just like you can a mortgage. There is no prepayment penalty on 



126 


a federal student loan, so you can take out a loan from somebody 
else at a lower interest rate and pay off your entire federal student 
loan without a penalty. So in that regard, there is no barrier to re- 
financing the loan. 

Now, t^he issue is you have to find someone who wants to make 
you an unsecured loan — 

Mr. POCAN. Right. 

Mr. Delisle [continuing]. At a fixed interest rate around 4 or 5 
percent for the next 10, 20 years. Nobody wants to do that with 
their own money. So in that regard, there is no opportunity to refi- 
nance the loan. 

So what you would have to do essentially is provide borrowers 
another chance to get a different interest rate on their current stu- 
dent loan. But what you are doing, then, is you are saying the bor- 
rower is receiving a subsidy and let’s just increase it. But then the 
question becomes, well, how much and why and for whom and how 
do you determine that. 

And then I would argue that if you can pay back your loan based 
on your income, which everybody can in the federal student loan 
program, then the payments are, by definition, affordable and the 
interest rate does not dictate whether or not you can make your 
payments. 

Ms. Mishory. I would add to that — I would say that there cer- 
tainly are students that are facing high interest rates on their fed- 
eral loans, which is concerning. I just wanted to add and make the 
point there is also a lot of students that are facing incredibly high 
interest rates on their private loans, and so that is something to 
think about, as well. And those interest rates, actually, they are 
not capped so they can be sky-high, they can be double digits. 

So that is something, as you are thinking about refinancing in- 
terest rates, to think about as well. 

Mr. PoCAN. Okay. 

Ms. Baum. If we had interest rates moving with the market on 
loans then you wouldn’t run into this problem, and it is upsetting 
that students are now locked into loans with high interest rates. 
When interest rates are high in the economy then we might be con- 
cerned about some people, depending on when they went to school, 
having a subsidy because they have a low interest rate locked in, 
whereas people who go to school when interest rates are high end 
up with a higher interest rate. 

Mr. PoCAN. Thank you. I am going to yield back. 

Chairman Kline. Welcome, again, to the committee. Anybody 
who yields back is a rarity and we are glad to have — 

Mr. PoCAN. I am trying to get bonus points today. Thank you. 

Chairman Kline. You just got them. 

Mrs. Brooks, you are recognized. 

Mrs. Brooks. Thank you, Mr. Chairman. 

And I, too, like Congressman Messer, was a recipient of student 
loans, but one of the important parts of my loan package in both 
undergrad and graduate school was work study, and I would like 
to talk a bit more about work study. And in fact, I was a work 
study student in the financial aid office, which was an interesting 
place to be a work study student both in undergrad and in my first 
year of law school. 
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But yet, I am curious about what your thoughts are with respect 
as we are all talking about reforming the student loan, you know, 
programs, where should the discussion — there has been very little 
about work study and the advantages of work study, not only par- 
ticularly for younger people — the time management skills, the ac- 
tual working, you know, the work experiences they can get. And so 
I am curious what kind of — starting with you, Ms. Conklin, where 
are we with respect to work study? 

And as you probably know, I have come from Ivy Tech Commu- 
nity College prior to running for Congress and coming here, and 
my other issue that I am curious about with respect to the older 
students who have jobs, as many of the community college students 
have jobs, how does work Sstudy, where they don’t have to repay 
a loan when you get a work study-type of grant, how does that 
work for those students who are working outside of school? 

Ms. Conklin. Mrs. Brooks, with all respect, actually, our pro- 
posal did call for merging all of the different grant programs into 
one grant program, so in that sense we were silent on work study 
or explicit that we really think the extra dollars should go into Pell 
Grants. But I know that my colleagues at the table have thoughts 
about that and so I defer to them. 

Ms. Baum. The work study program is not very well funded and 
not very many students receive it. It is about 10 percent or a little 
bit more than the number of Pell Grant recipients. So if we really 
thought Work Study was terrifically important and all Pell Grant 
recipients should have access to subsidized work on campus, we 
would have to dramatically increase the work study program. That 
doesn’t seem to be in the cards. 

Right now, as I said before, the funds are allocated to institu- 
tions in a sort of irrational way, and one of the things that work 
study — I mean, it is great for students to have jobs, but really, 
many students are working much more than they could under work 
study and they need to earn more than they can under work study, 
and for them this is earnings. They don’t care that the federal gov- 
ernment is paying part of the money. 

These are earnings and I don’t think that it needs — it should be 
considered part of what they are given to help them pay; this is 
what they are earning to help them get through, and they need 
other aid to meet their financial need. 

Ms. Mishory. We think that the federal work study program has 
a lot of benefits and can really help a lot of students. I think that 
there are also a lot of ways that we can improve it. We can make 
it better-targeted; we can make sure that it is actually going to stu- 
dents who need it the most. Right now it is not always going to stu- 
dents who need it the most and we can improve that formula. 

We think that it can go to schools based off of who they are serv- 
ing and not necessarily based off of how long they have been in the 
work study program, which is how the formula is set now. And we 
think it can go to schools that are providing programs to low-and 
moderate-income students who are actually getting really good 
skills and learning — basing their work off of also what they are 
studying at school. 

So there are definitely ways that we can improve this program 
and make it work even better. 



128 


Mr. Delisle. I think I caught you saying that you got the work 
study while you were going to law school? 

Mrs. Brooks. I believe. My recollection. I could be wrong on that. 
That was a long time ago. 

Mr. Delisle. So this brings up a really good point. The campus- 
based aid programs are available to graduate students, and there 
is not a lot of money to go around in the campus-based aid pro- 
grams. And there are plenty of undergraduates who could benefit 
from work study, yet the federal government is providing work 
study to graduate students, which seems like a really sort of the 
wrong set of priorities. 

Remember, these are students who already have an under- 
graduate degree. So you are essentially subsidizing people who al- 
ready have an undergraduate degree. 

Secondly, work study is means-tested, correct? You are providing 
a means-tested benefit to a graduate student? Does anybody know 
a graduate student who isn’t poor? I mean, that is sort of a — it is 
sort of a crazy concept to think we are going to have a means-test- 
ed program for people in graduate school. 

So I think that there are ways to reform the campus-based aid 
programs. One place to start is stop providing them to graduate 
students. 

Mrs. Brooks. I am curious, however, whether or not you all 
agree in the benefits of a work study program or are you opposed 
to work study? I am unclear. I heard some of you say that you be- 
lieve that there are benefits to it, but I am curious, rather than, 
you know, increasing grants and loans and so forth, is there not 
a benefit to work study? 

And I am curious why it was eliminated from your study, Ms. 
Conklin, just out of curiosity. 

Chairman Kline. The gentlelady’s time has expired, but we 
would like the answer to that for the record if we could. 

Thank you very much. 

Mrs. Davis, you are recognized. 

Mrs. Davis. Thank you, Mr. Chairman. 

Thank you to all of you. 

You know, one of the things that you have mentioned, I think, 
throughout the discussion is that students need more information. 
We know that there should be more sophisticated databases and 
Web sites that students can go to, and I know there has been an — 
I think we have had some discussion of that here in the committee, 
as well — something that is a little more foolproof, I think, and real- 
ly cites the right metrics or, you know, that are important for stu- 
dents, that are agreed upon, kind of a universal consensus among 
schools. 

But I also get the feeling that, you know, there ought to be some 
other way of doing that. And, do you have any ideas about that? 

And let me just share very quickly. I had a number of folks come 
to me the other day on veterans issues and veterans support within 
schools, universities, colleges, community colleges, et cetera. And, 
there is a feeling that more education is needed to really under- 
stand how — whether it is the additional dollars that they are re- 
ceiving as a result of being veterans or other means, that they 
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don’t have that information. And so it is very hard to really make 
good comparisons. 

Is that as big an issue as — I think you have mentioned, but 
maybe that is not the focus of this discussion. How would you do 
that? Because one of their interests was in having a mandated 
course — maybe not even a — well, could be a full semester — if a uni- 
versity takes dollars then they ought to be providing that in a way 
that students can get that information where they have counselors 
on hand there, it is more than a Web site, to be able to make those 
decent decisions. 

What do you think? I mean, is that something that — ^because cer- 
tainly tuition is the bigger issue here but we are not going to an- 
swer that question. I know universities are working on that when 
it comes to the total package that students are having to deal with. 

Ms. Mishory. So I agree that tuition is a huge issue and invest- 
ing in the aid programs up front is a huge issue, but obviously 
counseling and providing information is also a huge issue for stu- 
dents. You know, I think that — we were talking to students the 
other day and one — you know, one said, “You know, I am studying 
biology and I think this is going to get me the financial security 
I need but I just don’t know.” She didn’t have the information 
about her school, her program, the labor market where she was 
looking to go. 

And so, you know, there are some Web sites out there and there 
are some tools out there. They are not always great or they are not 
always provided — 

Mrs. Davis. How would you do it? 

Ms. Mishory [continuing]. To students in ways that they know 
that they are out there. So I think it is really important to be 
thinking about first of all getting the kind of data that students 
need to make good decisions, providing it in a way that is clear for 
students and that students can also access very easily. You know, 
there are some — there is a bill in the Senate that looks at how we 
can provide consumer-tested information to students, so we actu- 
ally know when you are providing it at a certain platform it actu- 
ally works for that student and they can understand their options; 
ensuring that maybe if schools aren’t providing the best outcomes 
they — you can actually trigger a system where you provide more 
counseling to students and they are required to provide more coun- 
seling. 

So I think there is a variety of ways to do it, but I think that 
including student feedback in that process is incredibly important. 

Ms. Baum. Unfortunately, I don’t think there is a foolproof meth- 
od, but one thing is there are lots of websites out there that have 
sort of basic indicators and lots of information, and the sophisti- 
cated students go to those websites and the students who really 
need the information don’t. So we need to think beyond just the in- 
formation. It would be helpful if we didn’t focus so much on what 
do first-year graduates earn, because that is not really a very valu- 
able piece of information for people to make choices. 

But there is a lot of information about how if you really want to 
get to students, if you send them a text message with a small 
amount of information they will pay attention to it, whereas if you 
put something complicated on a Web site they won’t. So we need 
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to figure out not so much how to provide more information as how 
to provide it in ways that students can process it and that the stu- 
dents who need it most will get personalized help to make decisions 
about the best course for them. 

And it is a risky investment. It is a great investment to go to 
school, but it is not going to pay off for everyone and you can’t 
know when you make a decision 100 percent that it is going to pay 
off. 

Ms. Conklin. So Mrs. Davis, I think you have hit on a point of 
consensus among the community, as well, that simplification by 
itself won’t replace the need for good counseling. In our Doing Bet- 
ter by More Students you can find our recommendation that actu- 
ally we want to see local, third party, independent groups provide 
this counseling, that we cannot rely entirely on institutions to pro- 
vide counseling about whether you should borrow and how much. 
That doesn’t encourage that kind of good choice that we are looking 
for. 

Mrs. Davis. Yes. 

Mr. Delisle, did you want to say something quickly? 

Mr. Delisle. Well, I just wanted to say that, you know, one of 
the recommendations, you know, that we put out — and there is 
some consensus around this, around making the income-based re- 
payment program the only repayment option or at least the auto- 
matic repayment option. And I think that is important when people 
are making decisions about what school to attend, will this work 
out, will I be able to make payments, to be able to tell them, “Well, 
your payments will automatically be calculated based on your in- 
come and the loan should be affordable.” That should take a lot of 
pressure off on knowing what is available and how to make deci- 
sions. 

Chairman Kline. Gentlelady’s time has expired. 

Mr. Thompson? 

Mr. Thompson. Thank you. Chairman, and thanks for this hear- 
ing. You know, we are talking today about providing — we’re talking 
about America’s competitiveness, actually, in terms of making sure 
that folks have access to the education to — so we have a qualified 
and trained workforce. 

I want to start out my first question. Dr. Baum or Mr. Delisle: 
One of the questions I often have is how we as policymakers can 
empower students to be good consumers in postsecondary edu- 
cation, in higher education, you know, whether it is a certificate 
program, whether it is associate degree, whether it is a four-year, 
whether it is graduate studies. 

So beyond the tools currently available by the Department of 
Education, what recommendations could you make? 

Ms. Baum. Well, one of the things, as I said before, I said I think 
that people really need personalized information so that they can 
make choices fitting their own circumstances, and that is a hard 
thing for the government to figure out how to provide, but they can 
fund third parties to provide better information, really under- 
standing how students process that information. 

It is also true that students assume that if they are allowed to 
take their federal aid to an institution, that institution basically 
has the approval of the federal government, and the federal govern- 
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ment should figure out how to make sure that it doesn’t grant that 
approval to institutions that serve very few students well. 

Mr. Delisle. So there is a provision in federal law right now 
that requires colleges and universities to report the graduation rate 
of Pell Grant recipients, which is a really — that is an important 
factor. That is an important piece of information that if I have a 
Pell Grant I want to know how many people like me are going to 
graduate from this institution. 

Except the — universities and colleges don’t comply with this 
rule — not very well. They bury the information or they don’t even 
know that they have to provide it. 

And so it would seem that there are places where the laws that 
are already on the books could essentially bebeefed up and the en- 
forcement could be improved such that this information is made 
available. I think that is one example where we have already had 
those ideas, they just haven’t been implemented effectively and 
more attention needs to be given to them. 

Mr. Thompson. Okay. Thank you. 

I would argue that we are measuring the wrong metric. It is suc- 
cess in life; it is where that education takes those folks to. Meas- 
uring graduation doesn’t necessarily constitute success nor being 
an ability to pay off loans, and so — I do believe that — I agree with 
the premise of we have got to do some measurements, but I don’t 
think we are measuring the right things if we just stop at gradua- 
tion rates. 

Ms. Conklin, I noticed that the group assembled by HCM had a 
lot of diverse perspectives on how — best to improve student aid. I 
was curious, what were the guiding principles that led everyone to 
come together around the one loan and one grant proposal? 

Ms. Conklin. Thank you. So the coalition itself, the national 
leaders I referenced, some of them, they came together around 
three overarching principles and released their report in January: 
simpler and more transparent aid; more innovation to promote 
lower-cost options for today’s students; and a shared responsibility 
for completion among states, students, and institutions. 

The technical panel of experts, some who had decades of experi- 
ence with financial aid, some economists, former congressional 
staffers sitting at the witness table with me, sat around and said, 
“Now, taking those guiding principles, how do we translate that 
into a set of specific recommendations?” And so we — they advised 
the coalition, helped them come to that consensus on those three 
overarching principles, and then they tried to translate it and that 
is the technical report you have in front of you. 

Mr. Thompson. All right. Thank you. 

I have about a minute left. I want to go back to Mr. Delisle. 

I am interested in learning more about the streamlining of re- 
payment options, including an idea out there to have student loan 
payments tied to income, withheld automatically from the bor- 
rower’s paychecks. Does income-based repayment plans have to be 
implemented that way, or are there other ways to do it? 

Mr. Delisle. The income-based repayment plan that we have 
right now is not payroll withholding. It works like all the other re- 
payment plans, where you have to submit your payment. You can 
do that automatically through, you know, auto debit or something 
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like that, but it does not come out of your paycheck like your in- 
come taxes. 

Doing payroll withholding may be a better way to collect pay- 
ments in that people sort of repay their loans somewhat inadvert- 
ently, simply by working, but there are a lot of administrative chal- 
lenges to doing that and I would argue that the main hurdle to 
that or the test on whether or not you can do that is if that system 
is as easy or easier for the majority of borrowers. 

Mr. Thompson. Thank you. Chairman. 

Ms. Foxx [presiding]. Thank you very much. 

Mr. Courtney, you are recognized. 

Mr. Courtney. Thank you. Madam Chairman. 

Mr. Delisle, reading your somewhat scathing comments about 
graduate student programs — you know, and I think, you know, 
there is some valuable insight that we can take from that. There 
still, though, is a thing that nags me, which is that we know right 
now in the workforce, particularly in areas of health care pediatric 
subspecialties, there are acute shortages in terms of making sure 
that we have got pediatric psychiatrists, you know, specialties up 
and down the profession. 

And if we were to eliminate Grad PLUS, you know, as part of 
the greater good in terms of, you know, more efficient use of re- 
sources, as you have argued, and cap the amount under Stafford 
and basically drive students into the private student loan market 
in terms of ways to fill the gap, you know, where does that leave 
the medical student who, again, wants to practice in an area where 
insurance payments are low, where, again, just — there are just 
huge obstacles in terms of trying to show an originator that 
youhave got a really strong financial future, as opposed to another 
student at Yale, maybe in the same class, who is going to become 
an orthopedic surgeon in New York City. 

And so, you know, we have got a problem, right now, in terms 
of trying to staff up in critical professions, and where does your 
proposal leave us in terms of being able to meet those challenges? 

Mr. Delisle. So I don’t disagree that that is a problem, but what 
you have done is you have created an income-based repayment pro- 
gram with loan limits and no caps on forgiveness that provides the 
benefits you are trying to target to a certain sector of workers in 
the economy to everyone. 

Mr. Courtney. No, I — 

Mr. Delisle. So that is essentially the issue. 

Mr. Courtney [continuing]. To that fact that your, you know, 
larger proposal were to be enacted. 

Mr. Delisle. Right. 

Mr. Courtney. Where does that leave us in terms of trying to 
address these shortages? 

Mr. Delisle. So prior to 2006, I would argue that we had doc- 
tors. We had lots of doctors prior to 2006, right? And so people 
were able to go to medical school and they were able to partake in 
those types of jobs. 

But prior to 2006 there was no Grad PLUS. Grad PLUS is a very 
new program, so I think it is a fairly weak argument to say that 
we need it and the world would look very different if we didn’t 
have it even though it is brand new. 
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Mr. Courtney. I am not arguing for preserving the status quo, 
you know, based on, you know, one discrete part of the workforce. 
I am just saying we have got a problem in terms of one discrete 
part of the workforce and if we — if we basically are saying we are 
going to just let the private student loan market be the way that 
a student who wants to go into an area that is underserved and 
that is not highly compensated, you know, where does that leave 
our country in terms of being able to address those needs? 

Mr. Delisle. So you can borrow $20,500 a year in the Stafford 
program right now. You could increase that limit a bit where you 
think it is appropriate so that those people can borrow those loans. 

And I haven’t proposed eliminated loan forgiveness in my pro- 
posal. It includes loan forgiveness. But for public service, I suggest 
limiting the amount that can be forgiven to around $30,000 to 
$40,000 for anybody that qualifies for public service. 

I don’t think most people think that $40,000 in the government 
grant to have your loan forgiven is too little. And then the issue 
is you can still repay your loan using income-based repayment 
after you receive your public service loan forgiveness. 

Mr. Courtney. Okay. You know, I would just say that I think 
it is important to understand the kind of professions I am talking 
about are not public sector jobs, okay? These are people who have 
private practices and who, you know, provide services for child 
agencies and are not sort of government employees. 

So to sort of say that that — I just think you need to think that — 

Mr. Delisle. So I didn’t — 

Mr. Courtney [continuing]. You need to think that through. 

Mr. Delisle. Well, but I didn’t — but I have loan forgiveness in 
my proposal for them. 

Mr. Courtney. I understand — 

Mr. Delisle. They would receive loan forgiveness after 25 years. 

Mr. Courtney. What you said was for, you know, public profes- 
sions. 

Mr. Delisle. And for non-public. There is loan forgiveness in 
current law — 

Mr. Courtney [continuing]. Follow up on that because — 

Mr. Delisle. Right. That is current law. 

Mr. Courtney [continuing]. Frankly, we, in my opinion, can’t 
just sort of accept the status quo in this area. We need to ramp 
up in terms of — you know, if you look at the graduating class of 
Yale’s medical school and seeing where people are going, the costs 
and the challenges of financing are driving people away from parts 
of the profession where there is a critical need. 

I yield back. 

Ms. Baum. Oh, I am sorry. Could I just say I think public sub- 
sidies for the people you are talking about are totally appropriate. 
They should be targeted at those people. We should just give public 
subsidies to people for going into those occupations. 

Mr. Courtney. Well, I think thatis, you know, I guess that is a 
good idea. I mean, the problem is, who decides? And that is, you 
know, something that, you know, we — is sort of left out of some of 
the discussion that is being talked about here. 

So I yield back. 

Ms. Foxx. Mr. Andrews, you are recognized. 
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Mr. Andrews. Thank you, Madam Chairman. I want to enter 
your contest for a new name for nontraditional students. I would 
call them survivors. 

And I want to ask Ms. Conklin — ^you or anyone else on the 
panel — the following question: Let’s take a woman who makes 
$30,000 a year, works full time, and she has two children. And she 
has an associate’s degree now, and her goal is to earn a bachelor’s 
degree in accounting because she thinks she could make another 
$10,000 or $15,000 a year if she did that. 

Under the one grant, one loan idea, how much would she get if 
your idea were adopted and how much does she get now? Let’s say 
she is taking two courses per semester, because, you know, when 
you look at her, full-time work and full-time mom that is about — 
she sleeps very little but she takes two courses a semester. How 
does the proposal affect her? 

Ms. Conklin. Okay. Thank you, Mr. Andrews. I want to make 
sure I get this. 

So that is my mom. She made $30,000 a year. There were two 
of us. She had three jobs. 

Mr. Andrews. She was — 

Ms. Conklin. She was not able to get back into — 

Mr. Andrews. She was obviously a very good mom. 

Ms. Conklin. Thank you, sir. 

In the — current system, that person gets a maximum Pell Grant 
probably as an independent student and gets 50 percent of the 
award because they are going approximately part time at two 
courses. What we are proposing to do is to create — there are sev- 
eral options that lay out on the table. We are proposing one of two 
options. 

Without a doubt, we want the Pell Grant to value full-time at- 
tendance and we want her to get out as soon as possible because 
she is losing that promotion that she could otherwise get if she has 
the bachelor’s — 

Mr. Andrews. Yes, but you don’t understand. Full time is not an 
option for her. 

Ms. Conklin. Okay, so actually, sir — 

Mr. Andrews. She has to pay the bills so she — you know, every 
waking hour she can take those two credits. That is it. Or two 
courses. 

Ms. Conklin. You have actually asked the right question. The 
play for Congress is to get your grant and loan programs to value 
competencies and completion. 

Mr. Andrews. Right. 

Ms. Conklin. And what you can do — that woman — I would ad- 
vise her, I would advise my mom: Western Governor’s University. 
Kids go to bed, full-time program, self-paced, get your maximum 
award — 

Mr. Andrews. But with all due respect, she doesn’t want to do 
that. She wants to go to Rowan University in my district and sit 
in a classroom. She doesn’t want to go online. That is what she 
wants to do. 

If I read this proposal correctly, she gets less under your pro- 
posal than she does now, doesn’t she? 
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Ms. Conklin. No, sir. There is actually several ways to look at 
how to invest in that, and these are choices for Congress to make. 
We actually identify sufficient savings that she could actually get; 
that the maximum Pell Grant would go to $7,000 — that you could 
afford to pay that with no new dollars. 

Mr. Andrews. But she doesn’t — 

Ms. Conklin. And so she would not receive any different bene- 
fits. 

Mr. Andrews. But she doesn’t get the maximum Pell, does she, 
because she doesn’t meet your — 

Ms. Conklin. No, but her average Pell would not change, sir, 
under this system if you choose to reinvest savings because you 
have adopted this comprehensive set of simplification options. 

Mr. Andrews. Does she still qualify for the American Oppor- 
tunity Tax Credit the way she does now? She can get $2,500 re- 
fundable now. 

Ms. Conklin. She would actually get up to $10,000 because we 
actually propose one lifetime learning tax credit — one tax benefit 
modeled on the lifetime learning tax credit up to $10,000. 

Mr. Andrews. But there is no limit on the tax credit now. She 
can get it every year $2,500, can’t she? 

What is the limit now, Mr. Delisle? 

Mr. Delisle. I believe it is 4 years. 

Mr. Andrews. So she is limited to $10,000 now? 

Mr. Delisle. No, I believe that the number of years you could 
claim the AOTC is 4 years. But also, the AOTC expires in a few 
years. 

Mr. Andrews. Well, that is a different question. 

But, can anybody tell me definitively whether she is better off 
under the new proposal or the old one? 

Ms. Baum. I haven’t heard anybody propose cutting the — any of 
the reform proposals involve cutting the aid that a student like 
that would receive. It is very clear that there are many students 
who have to enroll part time. They get Pell Grants now; they 
should continue to get Pell Grants and those Pell Grants should be 
funded as generously as we can manage to fund them. 

Mr. Andrews. And I understand this is a conceptual proposal, 
but we don’t legislate concepts; we legislate statutes and they have 
real impact on real people. And the one thing I am alarmed with 
reading this is this — look, I think people should finish as quickly 
as they can, but my concern here is for people for whom full-time 
going to school is not a viable option. Does this proposal penalize 
them? Yes or no? 

Ms. Baum. No proposal that I am aware of here penalizes those 
students, no. No one proposes making a cut in the grant that a 
half-time student would receive. 

Mr. Andrews. So she would get the same that she does now, or 
more? 

Ms. Conklin. If you elect to make the other changes to sim- 
plification we recommend, which generate savings which can be re- 
invested in a larger Pell Grant, and then she gets exactly the same 
award. 

Ms. Mishory. And just real quick, I mean, I can’t speak to Ms. 
Conklin’s proposals, but I do appreciate the question because I 
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think it raises a really important point, which is proposals that 
look at bringing students up from, say, 12 credits to 15 credits, and 
how can we encourage people to go full time or change the defini- 
tion of that, they offer real drawbacks to students like that. 

They may not be able to take more classes because they have 
kids. They may not actually be able to take more credits because 
their school can’t offer those credits because their school is under- 
funded. 

So I think those are really important questions to be asking as 
we are thinking about that. 

Mr. Andrews. And I appreciate the answers. 

I would just say to the chair before I yield back that, you know, 
I think this goes to her point. The so-called “traditional student” 
is a minority these days. The majority of students are the people 
that we are talking about in this line of questioning. 

I think this committee wants to be very, very vigilant that some- 
one in that position is not disadvantaged in any way and I think 
you do too. 

I yield back. 

Ms. Foxx. Mr. Polls, you are recognized. 

Mr. PoLis. Thank you. Madam Chair. I appreciate the time and 
appreciate you and Chairman Kline doing this hearing. 

At a time when college degrees are increasing in importance, we 
need to make sure that students have more information about their 
options and an easier way to repay their loans when they have 
completed their degree. Right now there are seven options that bor- 
rowers select when entering repayment. 

Even worse, the default option is very rarely the best. In fact, the 
most expensive at a time when their income is the lowest — likely 
to be the lowest and the least flexible. I appreciated Ms. Mishory’s 
remarks that said that many haven’t even heard of some of the bet- 
ter options that might be available, including income-based repay- 
ment. 

Students would benefit tremendously from a simpler way to 
repay their student loans as the default without having to worry 
about managing complicated paperwork and needlessly missing a 
payment. That is why I have introduced the ExCEL Act, along with 
Congressman Petri, who asked a few questions earlier. I believe 
that is a strong step in the right direction toward a more flexible, 
student-centered, and success-centered financial aid system. 

Under the ExCEL Act, students would pay back their loans on 
a simple, income-contingent basis. Payment obligation is 15 percent 
of a borrower’s income starting above 150 percent of the poverty 
line until the loan is repaid. It has strong borrower protections so 
our neediest students would be paying 0 percent when they are out 
of college. 

My first question for Ms. Mishory is, like the student you de- 
scribed in your testimony, I speak with many students in Colorado 
who are very frustrated by our complicated, often unforgiving stu- 
dent aid system. As you mentioned, a survey your organization con- 
ducted found 89 percent of respondents agreed or strongly agreed 
with being enrolled in an income-based repayment program. 
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How can streamlining the system of automatic and universal in- 
come-based repayment help students navigate the complicated stu- 
dent aid system and avoid defaulting on debt? 

Ms. Mishory. Thank you. Yes. I mean, I think it can do a lot. 
I think that it can ensure that students, as they are leaving school, 
perhaps facing a tough economy, as they have in the last few years, 
and struggling to figure out their next step, really be able to man- 
age those payments and manage a system that has otherwise been 
complex. 

I think one important point to make is thatwhen you are in an 
income-based repayment program you can pay more. So you can 
pay it down faster. So if that makes sense for you then you can go 
ahead and do that. And so we want to — 

Mr. PoLis. So it empowers a student if they want to pay even 
up to the amount they would under the 10-year repayment pro- 
gram if they want to. Just like you can pay down your credit bill 
early, you can, if you want to, pay it down. 

Ms. Mishory. That is right. Yes. And so we would — 

Mr. PoLis. One more point: You get the advantages — to be clear, 
you get the advantages of the 10-year repayment program and the 
flexibility to do that if you want with additional flexibility to pay 
less if you so choose. Is that correct? 

Ms. Mishory. That is right. 

Ms. Baum. I would — oh, I am sorry. 

Mr. PoLis. Yes? Go ahead. Dr. Baum. 

Ms. Baum. I was just going to also point out that in — another ad- 
vantage is that with the discussion of the Oregon programs, if we 
had a program like the one you have proposed or others here have 
proposed in place and everyone knew about it, we wouldn’t have in- 
dividual states trying to develop programs that loan students all 
this money and don’t tell them that it is a loan. 

Mr. POLIS. And I appreciate Ms. Mishory’s point in that last one 
that this gives students the option to pay less but if they choose 
to they can actually do the same 10-year repayment program, 
which is the default now. 

Next question for Mr. Delisle: I would like you to address the 
most needy borrowers, those who stand to benefit the most from af- 
fordable access to quality education. You mentioned that subsidized 
Stafford loans don’t always provide low-income students with the 
greatest benefits, and of course there is a tranche of students just 
outside of the eligibility that, of course, rely on student loans, 
might go into, depending on their degree, lower-and middle-paying 
jobs. 

How do you feel about the simplified universal system of income- 
based repayment? How do you feel that can be more effective when 
it comes to serving the students who are most in need and most 
at risk? 

Mr. Delisle. Well, it does a better job than the current system 
because it is essentially looking at what their income is when they 
leave school and setting their payment based on that. 

You mentioned the subsidized Stafford — we have a subsidized 
Stafford loan and we have an unsubsidized Stafford loan; this is 
part of the confusion I was talking about earlier. The subsidized 
Stafford loan has this interest rate benefit — has an interest benefit 
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where the interest doesn’t accrue while the borrower is in school, 
but that, again, is a benefit that they are receiving based on their 
family’s income when they enter school, and an income-based re- 
payment program targets benefits based on their income when they 
are out of school, which makes much more sense. 

The other sort of complicating thing is that those benefits can 
sometimes cancel one another out. You can only earn one. You can 
only get the benefit from income-based repayment and not the sub- 
sidized Stafford, even though you have it nominally, and that is an 
example where we have got just too much overlap and complexity 
in the program. 

Mr. POLIS. And you think that more simplicity would work to the 
benefit of the students? 

Mr. Delisle. Absolutely. 

Mr. PoLis. I thank the chairlady and I yield back the balance of 
my time. 

Ms. Foxx. And the gentleman made an unmitigated commercial 
for his and Mr. Petri’s bills. You are very good. That is why we 
know you came from the private sector. 

Mr. DesJarlais? 

Mr. DesJarlais. Thank you. Madam Chairwoman. 

And I thank the witnesses. 

A problem that we have seen evolving over the past couple dec- 
ades is the amount of time it takes for students to complete college 
degrees. You know, often times it used to be four years; a 16-credit 
hour was standard. Now kids are actually being sold prices for a 
12-credit hour, which graduates them in 5 V 2 and maybe six years. 
So we are not getting people into college and back out into the 
workforce in a timely fashion. 

I think one great way to lessen costs for college students and tax- 
payers is to graduate students in as timely a manner as possible 
while still making sure they gain knowledge and appropriate skills 
to excel in the economy. I know in my district back in Tennessee, 
Bridgestone North America and Motlow Community College, along 
with local stakeholders, created a program — in this case a 
mechatronics program — in which high school students can gain col- 
lege credit and technical credentials while gaining real-world work 
experience. 

Ms. Conklin, if you wouldn’t mind, can you talk about programs 
like dual enrollment credentialing and competency-based edu- 
cation? 

Ms. Conklin. I can, but can I give a shout out to Tennessee 
first? 

Mr. DesJarlais. You can. Is this another infomercial — 

Ms. Con kl i n . This is. 

So HCM, since 2010, has led a state reform network that Lumina 
Foundation supports called Strategy Labs. Tennessee is a superstar 
in it, and the reason why I say this is that they are the only state 
with an outcomes-based funding formula that rewards all of the 
state’s subsidy to institutions based on how well they do improving 
outcomes for students, particularly most disadvantaged students. 

By having such clear, few metrics — again, a simple system that 
is incentive-based around success. They have one of the best in the 
nation policies around prior learning assessment; they have a grow- 
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ing appetite for competency-based education and a way to fund 
that through their premium on completion, not on courses com- 
pleted, not on courses attempted, not on students enrolled. 

They are seeing institutional — they are seeing faculty and presi- 
dents kind of analyze the data, embrace data, analytic techniques, 
in ways that really we see at scale and we want to embrace, and 
then again, I was saying, kind of bringing back into Mr. Andrews’ 
question, the Tennessee Tech Centers have completion rates that 
are so far above the national average and it is because they have 
a structured cohort program. And so indeed, the way they approach 
structure is actually great for nontraditional students and they do 
well under this outcomes-based funding formula. 

Now on dual enrollment, we, in this technical panel report, didn’t 
speak directly to it, but dual enrollment is, indeed, if the courses 
that you take in high school count for college completion, it is a 
way to reduce the cost of college. If you are a student in an early 
college high school, for instance, where you can, in high school, 
earn an associate’s degree, you can save 50 percent on your associ- 
ate’s degree. 

So it is a phenomenal option. But again, that is a state pathway, 
and that is why I come back to Tennessee and recognizing where — 
the role of state leadership in our nation’s college attainment prob- 
lem. 

Mr. DesJarlais. I appreciate that, and if you need more time to 
brag on Tennessee, you are welcome to take it. 

But I would just ask, how can we encourage students to spend 
less time in school and more time building their skill sets in the 
workforce? 

Ms. Baum. Well, one of the things I think that we have to under- 
stand is that students are a very diverse group of people. And it 
used to be that most students were young, full-time, traditional- 
aged students. That has for a long time not been the case and we 
can’t expect that the single mother of two children is going to be 
able to progress through a program at the same rate that someone 
with fewer responsibilities can, but we have to help them to select 
the right programs. 

And all of these ways of making it possible for people to do mul- 
tiple things at the same time or to get credits for things they al- 
ready knew are important, but we have to be very, very careful 
about making sure that students get a quality education, that they 
really learn something with the process of getting their degree and 
that we aren’t just handing out pieces of paper to students. 

Mr. DesJarlais. Thank you. 

Does anyone else have anything to add? 

Ms. Mishory. I mean, one way is to make sure that we are sup- 
porting our aid programs and ensuring that we are investing in 
things like the Pell Grant that allow students to go to school and 
maybe work a few hours less because they are able to actually at- 
tend school and pay their bills. 

Mr. Delisle. Amy Laitinen, in our office at the New America 
Foundation, has done a lot of work around the credit hour and 
competency-based education, and she has done a very good job of 
pointing out that the way the — federal student aid programs are 
structured is they essentially endorse a system that is based on the 
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credit hour and it makes it very difficult for institutions to do 
something different. 

But there are ways in existing statute, such as the experimental 
sites, where institutions can come up with different ways to provide 
federal aid that is not necessarily based on these standard delivery 
models. But I think it is really important for the committee to real- 
ize that when you make these rules and the ways the laws get 
written, if you are sort of codifying an educational system of today 
and not allowing for the flexibility that we want to be there, it is 
problematic. 

Mr. DesJarlais. I thank the panel for their perspective and I 
yield back. 

Ms. Foxx. Thank you very much. 

I would like to thank, again, our witnesses for taking the time 
to testify before the committee today. I realized that when I made 
my remarks I did not properly thank you and I will correct that 
now and also thank you on behalf of the chairman, who had an- 
other obligation. 

I would like to see if Mr. Hinojosa has any closing remarks. 

Mr. Hinojosa. Yes. Thank you. 

In closing, I thank our expert witnesses for sharing their views 
on how the federal government can simplify the federal financial 
aid process in order to lower costs and improve access to higher 
education. I think that your presentation was excellent and we 
thank you for that. 

While I applaud President Obama and Secretary Duncan for 
working to make college costs more transparent, I believe that Con- 
gress and the federal government must make student loan repay- 
ment options easier for students and families to navigate and un- 
derstand. As this committee moves forward to reauthorize the 
Higher Education Act, I intend to continue to explore ways in 
which Congress can simplify the federal student aid process and 
ensure that students and families fully understand their funding 
options. 

I plan to introduce an innovative amendment when we go to 
marking up this legislation as part of reauthorization of the Higher 
Education Act. That amendment will require that the Financial 
Literacy Education Program for high school students and their par- 
ents include this new component, which informs and teaches them 
about the new, improved federal student college financial aid that 
we have been discussing here this morning so they can make better 
choices for their family. 

And with that, I yield back. 

Ms. Foxx. Thank you, Mr. Hinojosa. 

I have realized, as a result of this hearing today and perhaps 
some of the other discussions that we have had, but particularly in 
this one, I think, that I am really a failure, because it took me 
seven years to get my undergraduate degree and we are so focused 
now on completion, it is obviously a failure if you take more than 
four years or even more than six years to get your degree. 

But I appreciate the comments that have been made today. I will 
make just a couple of brief comments. 

Dr. Baum, I appreciated very much what you said about the fact 
that if we focus on one student — and I think Mr. Andrews gave a 
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great example of that — if you focus on only one student and the im- 
pact of change on a particular student, it is very difficult to move 
forward, and I think that has heen a real problem in terms of mak- 
ing changes that need to be made in this area. And I am — again, 
I appreciate the fact that Mr. Andrews gave the example, I think 
that you were pointing out in your comments. 

I also appreciate your saying that we need to really emphasize 
that students should be getting a degree that is useful to them or 
skills that are useful to them when they graduate. We focused on 
many different things today — we focused on inputs; we focused on 
getting students the information. But in other hearings, we have 
focused on that area, and so I appreciate your bringing that up. 

We realize this issue of loans and debt and financial aid become 
an even greater issue when 53 percent of the students who have 
recently graduated have not been able to get jobs. Ms. Mishory 
mentioned the terrible economy, and of course, some of us think 
the economy has suffered tremendously because of policies that 
have been implemented in recent years. 

I am concerned, though, about another issue. Dr. Baum, that you 
brought up, and that is if students going to college or in college 
cannot understand from websites on the campus and the colleges 
what it is that is happening, what about the completion rates, what 
about loans and all that, I am not sure what — but they can under- 
stand it from a text message — I am not sure what that is saying 
about our college population these days. 

How much simpler can we make things? And maybe we need to 
look at who is being admitted to college if they can’t understand 
the information. 

And what you continue to talk about, the obligation of the federal 
government, to have the material out there that they can under- 
stand, but very little has been said about the obligation of the stu- 
dent to understand what is out there. 

So anyway, I want to thank all of you for being here today. I 
think we have all learned a lot. 

The committee is now adjourned. 

[Additional submission of Chairman Kline follows:] 

Prepared Statement of the Education Finance Council (EEC) 

The Education Finance Council (EFC) is the trade association representing non- 
profit and state agency student loan organizations across the country. EFC com- 
mends the Committee for examining ways to simplify the federal student aid system 
and reduce burdensome complexities for students and families. The members of 
EFC share the Committee’s overarching goals of improving postsecondary access, 
success, and affordability. We believe one of the cornerstones to student success is 
their access to and understanding of different options and pathways. Particularly, 
students must have access to an array of options to finance their education. 

EFC agrees that there is redundancy and complexity in the federal student aid 
system that must be eliminated. However, we disagree with the recent calls to 
switch to a single-loan federal student aid system, which would collapse all federal 
loan programs into one. Each student’s financial situation is unique and each stu- 
dent should have access to options that fit their varying needs. The alternative stu- 
dent loan programs provided by nonprofit and state agency student lenders serve 
as good examples of successful loan programs with several financing options. Most 
EFC members’ programs include different interest rate options for loans, depending 
upon the repayment option the student chooses. 

Members provide choices of variable- and fixed-rate loans; loans for students, par- 
ents, and families; consolidation loans; and loan programs for specific majors or pro- 
fessions. For example, many offer programs for teachers, doctors, and other high- 
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need professions in their states. The programs provide incentives for studying in 
such fields and terms and benefits tailored to the profession. 

A multitude of options is only useful to students and families in conjunction with 
effective financial literacy education and individualized counseling. Students must 
have access to tools and programs to help them evaluate each option and make an 
informed decision on which will best fit their needs now and in the future. EFC 
members work with students and families in-person and virtually to ensure they un- 
derstand their options for financing their education and encourage them to only 
take on debt they will be able to manage by incorporating over-borrowing prevention 
strategies into their alternative loan programs and comprehensive financial literacy 
tools. These financial literacy tools provide information on financial aid options and 
processes, budgeting, credit scores, identity theft, default aversion, the impact of 
debt on lifestyle, responsible borrowing decisions, and consequences of over-bor- 
rowing. 

There is room for much improvement in the federal student aid system. Students 
and families deserve an easier-to-understand process of paying for college with 
fewer complexities, affordable options, and financial education that works. EFC 
members have played a significant role in helping students and families finance 
higher education for decades and stand ready to help coordinate and implement ben- 
eficial changes to the student aid system. 


[Additional submission of Mr. Barletta follows:] 

Prepared Statement of the Pennsylvania Association of Private School 
Administrators (PAPSA) 

The Pennsylvania Association of Private School Administrators represents the 
more than 300 for-profit career schools, colleges and universities in the Common- 
wealth. 

Like the rest of the country, PAPSA is deeply concerned about the complexity of 
federal student aid, and may have a partial solution to the problem. PAPSA believes 
that if schools were allowed to limit the amount of aid a student receives, it would 
greatly “streamline” the repayment process. With smaller and fewer loans, there 
would be less to pay back, and pay back would be done in less time. The outcome: 
less complexity and less student debt. 

Allowing schools to limit the amount of aid to students will help to simplify the 
“complex patchwork of grants, loans, and institutional support programs” as the 
committee so aptly puts it. Limiting loans will reduce the confusion of applications, 
redundant paperwork, and the many different loan programs and repa 3 mient initia- 
tives, making the whole process easier for students AND schools. 

Currently, many schools just process all of the aid available to a student so they 
are not cited by the Department. This can be confusing for families, especially if 
they did not want all of the loans available. 

Furthermore, schools have been reporting for years stories of students asking for 
all the financial aid they are entitled to, paying their tuition and then walking away 
with thousands of dollars which ends up paying for a newer car, Christmas pre- 
sents, plastic surgery or big parties which the school usually ends up hearing about. 
These cash stipends can be, in one case, as high as $24,000 for an associate degree. 

Despite the best efforts of schools to curb overborrowing, the U.S. Department of 
Education mandates that schools must disclose to students all the loan money they 
are entitled to borrow. What schools in Pennsylvania have found is that over bor- 
rowing is a big part of the loan debt problem, especially among unsophisticated bor- 
rowers. And it is increasing despite aggressive loan counseling. 

The problems PAPSA sees now with overborrowing will only be exacerbated in the 
future. PAPSA would like to see Congress or the US Department of Education con- 
sider additional methods beyond counseling for limiting student borrowing. These 
methods will help simplify the student aid process and in the end, save student and 
taxpayer monies. 


[Whereupon, at 12:06 p.m., the committee was adjourned.] 
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